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ABSTRACT
A b a s ic  and d i f f i c u l t  d e c i s io n  to  be reached by b us in ess  managers 
i s  the  n a tu r e  and e x t e n t  of  t h e i r  s o c i a l  r e s p o n s i b i l i t i e s  and the 
r e l a t i o n s h i p  o f  th ese  r e s p o n s i b i l i t i e s  to  p r o f i t  o b j e c t i v e s .  Guide l ines  
o f  g e n e ra l  a p p l i c a b i l i t y  a r e  not  f e l t  t o  e x i s t .
S ta tem ents  o f  b u s iness  managers and o th e r  obse rv e rs  were s tu d ied  
in  r e l a t i o n  to  th e  major and c o l l a t e r a l  hypotheses of the  s tudy:
Major h y p o t h e s i s :
The changing i n t e r n a l  and e x t e r n a l  environment o f  b us in ess  has 
caused b u s in e ss  managers to  assixne and p ro fe s s  c e r t a i n  s o c i a l  
r e s p o n s i b i l i t i e s .
C o l l a t e r a l  h y p o th e s e s :
(1) C e r ta in  o f  the  s o c i a l  r e s p o n s i b i l i t i e s  t h a t  b us iness  managers 
accep t  may be observed and, to  an e x t e n t ,  t h e i r  r a t i o n a l e  may be 
s t a t e d .
(2) S o c i a l  r e s p o n s i b i l i t i e s  have been assumed to  a g r e a t e r  
e x t e n t  by managers of  la rg e  c o rp o r a t io n s  whose s tock  ownership i s  
w idespread .
(3)  Given c e r t a i n  g o a ls  fo r  s o c i e t y ,  the  adop t ion  of the  a t t i t u d e  
t h a t  b u s in e ss  managers have s o c i a l  r e s p o n s i b i l i t i e s  r e s u l t s  in  
b e n e f i t s  f o r  s o c i e t y .
Se v e ra l  developments have tended to  cause managers to accep t  
s o c i a l  r e s p o n s i b i l i t i e s .  P re s e n t  l e g a l  p ro v i s io n s  now a llow managers 
c o n s id e ra b le  leeway in  meeting s o c i a l  r e s p o n s i b i l i t i e s ,  e s p e c i a l l y  in  
making c h a r i t a b l e  c o n t r i b u t i o n s .  Managers have assumed c e r t a i n  of  the  
a t t r i b u t e s  o f  p r o f e s s i o n a l s ,  encouraging  a more favo rab le  a t t i t u d e  
toward r e s p o n s i b i l i t i e s .  E f f o r t s  to  a r r i v e  a t  a philosophy o f  management
x i v
and th e  tendency t o  s u b s t i t u t e  s a t i s f a c t o r y  p r o f i t s  fo r  maximum p r o f i t s  
as a c o rp o ra te  o b j e c t i v e  favor  s o c i a l l y  r e s p o n s ib l e  a c t s .  Managers 
o p e ra te  in  an i n c r e a s in g l y  complex environment and must a t tem pt  to  
ba lance  the  i n t e r e s t s  of s e v e r a l  groups.
A u th o r i ty  to  o rgan ize  and o p e ra te  a b u s in e s s  f irm i s  most 
r e a l i s t i c a l l y  seen as f lowing from s o c i e t y .  This  a u t h o r i t y  may be w i th ­
drawn or m odif ied  i f  managers f a i l  to  meet r e s p o n s i b i l i t i e s  to  
s to c k h o ld e r s ,  such as p rev e n t in g  m in o r i ty  abuses ;  to  corsumers,  such as 
p ro v id ing  adequate  in fo rm a t io n  on which to  base buying d e c i s i o n s ;  to  
employees, such as  s a t i s f y i n g  h ig h e r  needs and reducing  th e  un favorab le  
impact o f  au tomation;  and to  th e  p u b l i c ,  such as engaging in  p o l i t i c s ,  
conduct ing  b u s in e ss  o p e ra t io n s  e t h i c a l l y ,  and engaging in  c e r t a i n  
p h i l a n t h r o p i c  endeavors .  These and o th e r  r e s p o n s i b i l i t i e s  have 
c o n s id e ra b le  j u s t i f i c a t i o n .  However, the  r e s p o n s i b i l i t i e s  o f  a p a r t i c ­
u l a r  manager may vary acco rd ing  to  the  c i rc um s tan ces ,  such as degree of  
i n f lu e n c e  he ld  by th e  manager, l e v e l  of p r o f i t a b i l i t y  of  the  employing 
f i rm ,  and a c t io n s  of o th e r  i n t e r e s t e d  agenc ie s .
S ev e ra l  fo rce s  o p e ra t in g  in  la rg e  c o rp o r a t io n s  w i th  widespread 
s tock  ownership have tended to  encourage th e  acceptance  of s o c ia l  
r e s p o n s i b i l i t i e s .  Managers who a re  not  a l s o  owners may be more w i l l i n g  
to  meet r e s p o n s i b i l i t i e s  whicu reduce  p r o f i t s .  The p u b l ic  expec ts  
f i n a n c i a l l y  s t ro n g  c o rp o r a t io n s  to  f u l f i l l  r e s p o n s i b i l i t i e s  of  a 
f i n a n c i a l  n a tu r e .  The r e l a t i v e  permanence o f  the  la rg e  c o rp o ra t io n  
allows i t  t o  reap  r e t u r n s  from long-run  p r o j e c t s ,  such as  the  suppor t  of 
e d u c a t io n a l  i n s t i t u t i o n s .  S u p e r io r  manager ia l  t a l e n t  pe rm i ts  a broad
XV
view of  th e  r o l e  of b u s in e ss  in  s o c i e ty  and recogn izes  mutual  r e s p o n s i ­
b i l i t i e s .
Business  managers, in  meeting s o c i a l  r e s p o n s i b i l i t i e s ,  seem more 
l i k e l y  t o  b e n e f i t  than  to  harm s o c i e t y .  A danger i s  t h a t  managers may 
become unduly i n f l u e n t i a l  in  m a t t e r s  which should not be t h e i r  primary 
concern.  Also, most managers a re  appoin ted  by o th e r  managers and not  
e l e c t e d  by the  p u b l i c .  However, th ese  and s i m i l a r  dangers  a re  ove r ­
shadowed by advantages t o  so c i e ty  of  managers a cc ep t in g  s o c i a l  
r e s p o n s i b i l i t i e s .  C o ns id e ra t io n  o f  these  r e s p o n s i b i l i t i e s  i s  l i k e l y  to  
become even more im por tan t  in  the  f u t u r e ,  as exem pli f ied  by th e  problems 
of  c o n se rv a t io n  o f  n a t u r a l  r e s o u r c e s ,  wa ter  and a i r  p o l l u t i o n ,  m ain te ­
nance of a sound and growing economy, and fo r e ig n  t r a d e .
INTRODUCTION
Many of th e  most p e rp le x in g  problems f ac in g  modern b u s iness  
managers stem from the b a s ic  q u e s t io n :  What a re  the  " s o c i a l  r e s p o n s i ­
b i l i t i e s "  of b u s in e ss  managers? I f ,  indeed ,  such r e s p o n s i b i l i t i e s  e x i s t ,  
th e  r e c i p i e n t s  of the r e s u l t i n g  b e n e f i t s  (such  as  employees, consumers, 
and e d u c a t io n a l  i n s t i t u t i o n s )  a re  e q u a l ly  and d i r e c t l y  concerned.  No 
m a t te r  what the  conc lus ion  concerning the  n a tu re  and degree of the  s o c i a l  
r e s p o n s i b i l i t i e s  of b u s in e ss  managers, the  im p l ic a t io n s  of the  q u e s t io n  
range f a r  and wide.  This s i t u a t i o n  e x i s t s  because o f  th e  p e rvas ive  in ­
f luence  of  American b u s in e s s  a c t i v i t i e s ,  not  only  in  the  United S ta t e s  
but  throughout  the  world.
Sta tement  of the  Problem
For s e v e r a l  reasons  the  s o c i a l  r e s p o n s i b i l i t i e s  of  bus iness  
managers have been r e c e iv in g  i n c r e a s in g  a t t e n t i o n  in  r e c e n t  y e a r s .  Not 
only i s  t h e r e  more w r i t i n g  and t a l k i n g  about the  s u b j e c t ,  bu t  th e re  seems 
to  be a growing c o n v ic t io n  and accep tance  o f  the  conclus ion  t h a t  bu s iness  
managers r e a l l y  do have s o c i a l  r e s p o n s i b i l i t i e s .  These o b se rv a t io n s  lead  
to  the  major h y p o thes is  of  t h i s  s tu dy :
Major h y p o t h e s i s :
The changing i n t e r n a l  and e x t e r n a l  environment of b u s in e ss  has 
caused b u s in e s s  managers to  assume and p r o f e s s  c e r t a i n  s o c i a l  
r e s p o n s i b i l i t i e s .
This s tudy  w i l l  analyze th e se  environmenta l  changes in  an a t tem pt  to
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e x p la in  the  in f lu e n c e  o f  the  changes on the accep tance  of s o c i a l  respon­
s i b i l i t i e s  by b u s iness  managers.
Numerous s ta tem en ts  by bu s iness  managers and many t a n g i b l e  a c t s  by 
managers g ive  r i s e  to  th e  b e l i e f  t h a t  s o c i a l l y  r e s p o n s ib l e  a t t i t u d e s  and 
a c t i o n s  may be observed and reco rded .  Also ,  arguments f a v o r in g  and 
opposing th e s e  a t t i t u d e s  and a c t i o n s  have been p re s e n te d .  A c o l l a t e r a l  
hypo th es is  o f  t h i s  s tudy i s  thus  developed:
F i r s t  c o l l a t e r a l  h y p o t h e s i s :
C e r ta in  of  th e  s o c i a l  r e s p o n s i b i l i t i e s  t h a t  bu s in e ss  managers 
a ccep t  may be observed and, t o  an e x t e n t ,  t h e i r  r a t i o n a l e  may be 
s t a t e d .
A f t e r  p r e s e n t in g  s ta tem en ts  o f  s o c i a l  r e s p o n s i b i l i t i e s  and c o n s id e r in g  
arguments fav o r in g  and opposing these  o b l i g a t i o n s ,  t h i s  s tudy a t tem p ts  to  
form c o n c lu s io n s ,  where p o s s i b l e ,  concern ing  the  accep tance  and adherence 
t o  th e  v a r io u s  r e s p o n s i b i l i t i e s .
Managers who do not  own s i g n i f i c a n t  amounts of  s tock  in  the  f i rm s  
which employ them may not  have as g r e a t  an i n t e r e s t  i n  making p r o f i t s  as 
managers who a re  l a rg e  s to c k h o ld e r s .  These managers who a r e  not  a l s o  
owners seem more l i k e l y  to  be found in  l a r g e  c o rp o r a t io n s .  In a d d i t i o n ,  
c e r t a i n  o th e r  in f lu e n c e s  fav o ra b le  to  th e  development of a t t i t u d e s  of 
s o c i a l  r e s p o n s i b i l i t y  a re  f e l t  to  e x i s t  in  l a r g e  c o r p o r a t io n s .  A second 
c o l l a t e r a l  h y p o th e s i s ,  t h e r e f o r e ,  i s  i n d i c a t e d :
Second c o l l a t e r a l  h y p o t h e s i s :
S o c ia l  r e s p o n s i b i l i t i e s  have been assumed to  a g r e a t e r  e x te n t  by 
managers of l a rg e  c o rp o r a t io n s  whose s tock  ownership i s  widespread.
R eso lu t io n  of  t h i s  i s s u e  r e q u i r e s  c o n s i d e r a t i o n  in  t h i s  s tudy  of th e  t r e n d
toward p r o f e s s i o n a l i z a t i o n  of management, the  s e p a r a t io n  o f  ownership and
3management, and o th e r  in f lu e n c e s  most o p e ra t iv e  i n  l a rg e  c o r p o r a t i o n s .
The f a c t  t h a t  managers assume r e s p o n s i b i l i t i e s  w i th  r e s p e c t  to  
s e v e ra l  groups i n  s o c i e t y  does no t  n e c e s s a r i l y  mean t h a t  s o c i e t y  w i l l  be 
b e t t e r  o f f  than i t  was b e fo re .  I n e q u i t i e s  could e x i s t ,  ex cesse s  could 
occur ,  and o th e r  f a u l t s  could negate  the  d e s i r a b l e  a s p e c t s  o f  th e  assump­
t io n  o f  r e s p o n s i b i l i t y .  N ev e r th e le s s ,  th e  t h i r d  c o l l a t e r a l  hy p o th es is  o f  
t h i s  s tudy  i s :
Third c o l l a t e r a l  h y p o t h e s i s ;
Given c e r t a i n  goa ls  fo r  s o c i e t y ,  the  adop t ion  o f  the  a t t i t u d e
t h a t  b u s in e s s  managers have s o c i a l  r e s p o n s i b i l i t i e s  r e s u l t s  in
b e n e f i t s  f o r  s o c i e t y .
This  s tudy w i l l  c o n s id e r  the  advantages and d isadvan tages  t o  s o c i e t y  of  
th e  accep tance  of s o c i a l  r e s p o n s i b i l i t i e s  by b u s in e s s  managers. The n e t  
e f f e c t  w i l l  be a s se s sed  where p o s s i b l e .
The above hypotheses a re  to  be proved,  or  d isp ro ved ,  w i th in  the  
framework of c e r t a i n  assumptions .  F i r s t ,  i t  i s  recognized  t h a t  many 
schemes f o r  an id e a l  s o c i e t y  have been des igned .  What one o b se rv e r  may 
regard  as  an u l t i m a t e  goal of  s o c i e ty ,  ano the r  would r e j e c t .  The w r i t e r  
would reg a rd  th e  fo l low ing  goa ls  o f  s o c i e ty  as being p a r t i c u l a r l y  s i g ­
n i f i c a n t  to  t h i s  s tu d y :
1. Maximum a t ta in m e n t  of  each i n d i v i d u a l ' s  p o t e n t i a l ;
2. Maximum in d iv id u a l  freedom c o n s i s t e n t  w i th  the  requ i rem en ts  o f  
an o rgan ized  s o c i e t y ;
3. Achievement o f  e v e r - i n c r e a s i n g  m a t e r i a l  l e v e l s  o f  l i v i n g ;
Adherence to  the  b a s ic  t e n e t s  o f  f r e e  e n t e r p r i s e  while  m a in ta in in g  
s u f f i c i e n t  f l e x i b i l i t y  to  adapt  to  changed c o n d i t i o n s ;
5. Attainment  o f  such economic and m i l i t a r y  s t r e n g th  as  i s  necessa ry  
to  m a in ta in  world peace o r  to  p r e v a i l  in  world c o n f l i c t ; and
6. P ro g re ss  toward the  g o a ls  of h ig he r  c i v i l i z a t i o n s ,  i n c lu d in g  
s p i r i t u a l  and human v a lu e s ,  equa l  o p p o r tu n i ty ,  freedom from f e a r ,  
and s o c i a l  j u s t i c e .
kSecond, an assumption o f  t h i s  s tudy i s  t h a t  r e l a t i v e  freedom of 
bus in ess  managers and i n d i v i d u a l s ,  o p e ra t in g  w i th in  the  param eters  se t  
by custom and law, i s  d e s i r a b l e .
A f u r t h e r  assumption i s  t h a t  i t  would be d e s i r a b l e  i f  the  fo rce s  
of  co m p e t i t io n ,  the  weight of p u b l ic  o p in io n ,  and a t t i t u d e s  o f  s o c i a l  
r e s p o n s i b i l i t y  would be s u f f i c i e n t  to  r e l e g a t e  governmental c o n t ro l  to  a 
secondary p o s i t i o n .
F i n a l l y ,  t o  judge the  s u i t a b i l i t y  o f  the  b u s in e ss  system on 
s o l e l y  economic grounds i s  not  deemed s u f f i c i e n t .  This  s tudy assumes 
t h a t  human as  w e l l  as economic v a lues  must be weighed in  e v a lu a t in g  the 
s o c i a l  r e s p o n s i b i l i t i e s  of b u s in e ss  managers. This assumption would 
a l low managers, f o r  i n s t a n c e ,  t o  devote  time and e f f o r t  to  meeting the 
s o c i a l  as w e l l  as the  economic needs of employees.
D e f in i t i o n  of  Terms
The e x p re s s io n ,  " s o c i a l  r e s p o n s i b i l i t y , "  i s  widely used and 
accep ted .  I t s  p r e c i s e  meaning i s  d i f f i c u l t  to  s t i p u l a t e  because of i t s  
use in d i f f e r e n t  c o n te x t s ,  but a u s e f u l  f i r s t  approximation i s  t h a t  
s o c i a l  r e s p o n s i b i l i t y  r e f e r s  to  the  o b l i g a t i o n  t h a t  bu s in e ss  has to  the  
v a r io us  e lements  of s o c i e t y  ( s to c k h o ld e r s ,  employees, customers,  the  
government, and o t h e r s ) ,  u s u a l ly  over  and above a s ingle-minded ded ica ­
t i o n  to  p r o f i t  maximizat ion .  Though these  r e s p o n s i b i l i t i e s  may take 
many forms, some examples could be :
1. To produce b e t t e r  p ro du c ts  a t  lower p r i c e s ;
2. To t r e a t  employees e q u i t a b l y ;
3. To reduce unemployment;
4. To m ain ta in  a f i n a n c i a l l y  s t rong  company;
5. To make c h a r i t a b l e  c o n t r i b u t i o n s ;
6. To des ign  and abide  by codes of e t h i c s ;  and
7. To suppor t  comnunity a c t i v i t i e s .
5D e l im i ta t io n  of  the  Problem
To s tudy the  q u e s t io n  o f  the  s o c i a l  r e s p o n s i b i l i t i e s  o f  managers 
r e q u i r e s  c o n s i d e r a t i o n  o f  a f a i r l y  broad range of  concepts  and em p i r ic a l  
d a t a .  Only a f a i r l y  comprehensive s tudy would have much meaning in the 
development of  a g enera l  impress ion o f  what the  s o c i a l  r e s p o n s i b i l i t i e s  of 
managers a r e ,  so t h a t  more s p e c i f i c  q u e s t io n s  can be put  i n to  a u se fu l  
p e r s p e c t iv e .  This  s tudy,  a cco rd in g ly ,  i s  r a t h e r  broad in  scope, thus 
n e c e s s a r i l y  l im i t i n g  e x p lo r a t i o n  of the  v a r ious  a sp e c t s  o f  the problem 
to  those  considered  to  be most v i t a l .  F u r th e r  c o n s i d e r a t i o n  o f  s p e c i f i c  
a re a s  would no doubt be i n t e r e s t i n g  and p r o f i t a b l e  but  must be excluded 
from t h i s  r e p o r t .
No more than i n c i d e n t a l  d e s c r i p t i o n s  of the  economic system of the  
United S t a t e s  w i l l  be a t tem pted ,  and the  economic system w i l l  be taken 
as a g iven premise r a t h e r  than ano ther  v a r i a b l e .  A l t e r n a t i v e s  to  the  
p re s e n t  system c o n s t i t u t e  a more b a s ic  qu es t io n  bu t  have r e l a t i v e l y  l e s s  
s i g n i f i c a n c e  to  the  to p ic  under c o n s i d e r a t i o n .
Within the  given  economic system, b us in ess  i s  opera ted  by managers. 
These managers a re  f e l t  to  have a p e c u l i a r  r o l e  in  most la rg e  f i rm s ,  as 
they a re  sepa ra ted  from the  owners and a l s o  " r e p r e s e n t "  se v e ra l  o th e r  
groups. I t  w i l l  be necessa ry  to  co ns id e r  what has caused t h i s  r o l e  to 
develop and the  r e l a t i o n s h i p s  between management and th ese  va r ious  
groups.  Again, no h i s t o r y  o f  bu s in ess  i s  a t tem pted ,  nor a re  the i n t e r e s t  
groups w i th  which management must dea l  t r e a t e d  i n  any comprehensive 
f a sh io n .
Severa l  g e n e ra l  i s s u e s  concerning management and so c i e ty  a re  
surveyed:  e t h i c s ,  r e l i g i o n ,  p h i la n th ro p y ,  and p o l i t i c a l  p a r t i c i p a t i o n  by
managers . These i s s u e s  a re  included to  cover th e  problem more complete ly  
but  a r e  developed only  to  t h e  e x te n t  n e c e ssa ry  fo r  t h i s  s tudy .
Method of Approach t o  th e  Problem
An e x te n s iv e  body of l i t e r a t u r e  e x i s t s  w i th  r e f e r e n c e  to  v a r iou s  
concepts  explored  in  the  s tudy .  I t  i s  in tended t h a t  th e  most p e r t i n e n t  
of  the  id eas  p re sen ted  in  t h i s  l i t e r a t u r e  w i l l  be f i t t e d  i n t o  the  con­
c ep tu a l  framework o f  t h i s  s tudy .
Where p o s s i b l e ,  l o g i c a l  arguments f o r  a c e r t a i n  p o in t  o f  view w i l l  
be developed r a t h e r  than p r e s e n t in g  merely  an o b j e c t i v e  a n a l y s i s .  In  
some c a se s ,  the  o p in io n s  of c e r t a i n  s e l e c t e d  e x e c u t iv e s  a re  the  only  
b a s i s  f o r  r e p o r t i n g .  I t  i s  f e l t  t h a t  when a c o n s id e ra b le  number of 
a u t h o r i t i e s  a re  agreed on a c e r t a i n  p o in t  o f  view, th e  u se fu ln e s s  of  t h i s  
view i s  improved.
Complete agreement on the  s o c i a l  r e s p o n s i b i l i t i e s  of b u s in e ss  i s  
not  to  be expected  and probably  would not  be d e s i r a b l e .  Indeed,  wide 
d i f f e r e n c e s  o f  op in ion  e x i s t  in  many, i f  not  most , a r e a s .  These opposing 
arguments a re  p re sen ted  where a p p r o p r i a t e ,  and s p e c i f i c  conc lus ions  are  
sometimes not  p o s s ib l e .
Arrangement o f  M a te r ia l
The b u s iness  manager i s  the  c r u c i a l  f i g u r e  in  t h i s  s tudy .  He both 
a f f e c t s ,  and i s  a f f e c t e d  by, s o c i e t y ,  but  the  r e s p o n s i b i l i t i e s  which the  
manager has to  s o c i e t y  a re  the  b as ic  concern of t h i s  s tudy.  Whatever
determines  th e  manager’ s p e c u l i a r  r o l e  i s  s i g n i f i c a n t  in  an a n a l y s i s  of 
h i s  r e s p o n s i b i l i t i e s .  Chapter I p l ac es  the  r o l e  of the  manager in  i t s  
r i g h t f u l  p o s i t i o n  in  the  economic system and s e t s  the  s ta g e  fo r  cons id ­
e r in g  the r e l a t i o n s  between managers and t h e i r  v a r io us  " p u b l i c s . "
H i s t o r i c a l l y ,  managers have been most c lo s e l y  connected w i th  th e  
s to c k h o ld e r s ,  be ing  chosen as the  s tockho lders*  r e p r e s e n t a t i v e s .  Though 
t h i s  d i r e c t  and narrow connec t ion  has changed p e r c e p t i b l y ,  i t  i s  s t i l l  
b a s i c .  Chapter I I  an a lyzes  t h i s  r e l a t i o n s h i p ,  w i th  s p e c i a l  a t t e n t i o n  to  
the  t r a d i t i o n a l  view on the  p r o f i t  motive .
Chapter I I I  c o n t in u e s  the  a n a l y s i s  of  th e  r e l a t i o n s h i p  between 
managers and s to c k h o ld e r s .  Reasons fo r  v a r ia n ce s  from the  p r o f i t  maxi­
m iz a t io n  o b j e c t i v e  a re  p re s e n te d ,  w i th  th e  c o n c lu s ion  t h a t  p r o f i t s  a re  
not maximized in  most s i t u a t i o n s .  This  conc lus ion  would a l low managers 
to  meet those  r e s p o n s i b i l i t i e s  which would tend to  reduce p r o f i t s .
The in f lu e n ce  of  the  consumer in  shaping m anager ia l  r e s p o n s i b i l i t y  
i s  o u t l i n e d  in  Chapter IV. Companies which have adopted the  marke ting  
concept a re  good examples o f  f i rm s  which a c t  r e s p o n s ib ly  toward consumers; 
consequen t ly ,  a t t e n t i o n  i s  devoted to  the  n a tu re  and importance o f  the  
marketing concept .  Some s p e c i a l  t o p ic s  a re  a l s o  c o n s id e re d :  inno va t ion ,
a d v e r t i s i n g  r e s t r a i n t s ,  and l e g i s l a t i o n  p r o t e c t i n g  the  consumer.
The r e s p o n s i b i l i t i e s  o f  managers to  employees are  examined in  
Chapter V. This  c h ap te r  examines employee needs and ways of meeting them, 
labor-management l e g i s l a t i o n ,  labor  un io ns ,  and the  problems o f  automation 
and p o s s ib l e  remedies .
S e lec te d  a re a s  o f  manager r e s p o n s i b i l i t i e s  a re  d i scu ssed  in  
Chapter  VI. The r o l e  of managers in  p o l i t i c s  i s  examined, in c lu d in g  the 
rea sons  given f o r  p o l i t i c a l  a c t i v i t y .  This  ch ap te r  s t r e s s e s  the  impor­
tance  of  e t h i c a l  b u s iness  behav io r  and in c lu d es  examples o f  s p e c i f i c  
codes o f  e t h i c s  which have been adopted in  the p a s t .  The c lo s e  r e l a t i o n ­
sh ip  between r e l i g i o n  and b us in e ss  i s  shown. The concluding  s e c t io n  
d e a l s  w i th  b u s in e s s  p h i l a n th ro p y :  development,  arguments favo r ing  and
opposing ,  r e c e n t  t r e n d s ,  and suggested  g u id es .  The summary and con­
c lu s io n s  w i l l  compose Chapter VII .
CHAPTER I
PECULIAR ROLE OF THE MANAGER
The economic system w i th in  which an American manager must o p e ra te  
i s  ex trem ely  complex. This i s  t r u e  even f o r  the  sm a l le s t  of  f i rm s .  In 
a d d i t i o n ,  l a r g e r  f i rm s have a complicated o r g a n i z a t i o n a l  s t r u c t u r e  and 
o th e r  i n t e r n a l  m a t t e r s  w i th  which to  contend. Making d e c i s io n s  in t h i s  
kind of  atmosphere i s  not  as simple as some people  seem to b e l i e v e .  The 
manager must u t i l i z e  a l l  the  knowledge and techn iques  a v a i l a b l e  to  him to  
reach  most e f f i c i e n t  s o l u t i o n s ,  and the answers a re  not  always c l e a r .  The 
most c h a r a c t e r i s t i c  f e a t u r e  of the  manager 's  environment i s  change; the  
manager cannot be s a t i s f i e d  w i th  j u s t  one a n a l y s i s  of the  v i t a l  e lements  
a f f e c t i n g  h i s  d e c i s io n s .  Constant  r e - e v a l u a t i o n  i s  r e q u i r e d .
The f i r s t  s e c t io n  o f  t h i s  c hap te r  w i l l  o u t l i n e  some of  the  more 
im portan t  changes which have served to  f u r t h e r  com pl ica te  the  economic 
system of the  United S t a t e s .  Other s e c t i o n s  of the  ch ap te r  w i l l  cons ider  
the  s e p a r a t io n  o f  ownership and management which e x i s t s  in  many corpora ­
t i o n s ,  the  tendency of management toward becoming a p r o f e s s io n ,  and the 
im p l ic a t io n s  fo r  s o c i a l  r e s p o n s i b i l i t i e s  of  a ph i losophy of management.
I .  CHANGES COMPLICATING THE ECONOMIC SYSTEM
I t  would h a rd ly  seem p o s s ib l e  t h a t  the  changes which have been 
tak ing  p lace  in  the  United S t a t e s  could have happened in  such a b r i e f  
pe r iod  of t im e.  A l l  the  thousands o f  years  o f  c i v i l i z a t i o n  seem to have
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been but  p r e p a r a t i o n  f o r  the  c l i m a c t i c  development of t h i s  country ,  a 
g a th e r in g  of  s t r e n g th  fo r  th e  f e v e r i s h  a c t i v i t y  and growth of j u s t  a few 
hundred y e a r s .  The o v e r a l l  development has been one o f  growth, 
expansion,  in v en t io n ,  and change, though t h e r e  have been some r e v e r s a l s .
Many o f  the  changes which have a f f e c t e d  t o d a y ' s  economic system 
have had com pl ica t ing  e f f e c t s .  The purpose of t h i s  s e c t i o n  i s  to  
enumerate c e r t a i n  of  th e se  com pl ica t ing  f a c t o r s  in  o rd e r  to  demonstra te  
the  complexity  of the  m a t t e r s  w ith  which managers must d e a l .
For many years  a f t e r  th e  i n i t i a l  s e t t l e m e n t s ,  the  people  of  the  
United S t a t e s  could a n t i c i p a t e  and take  advantage of open geographic 
f r o n t i e r s .  New land was cheap o r  even f r e e ,  a v a i l a b l e  to  those  who 
wanted to  s e t t l e  on i t .  In many c a se s ,  even t h i s  s t e p  was unnecessary ;  
during  one p e r io d ,  an i n d iv id u a l  could o b t a in  land by having someone e l s e  
homestead i t  f o r  him. I t  has been on ly  in  r e c e n t  years  t h a t  the 
geographic f r o n t i e r  of  the  c o n t i n e n t a l  United S t a t e s  has been c lo sed .  No 
longer can employees leave  and s e t t l e  out  West in  new t e r r i t o r i e s  i f  they  
d o n ' t  l i k e  t h e i r  jobs .
This  f a c t  does not  mean t h a t  the  people  o f  the United S t a t e s  can 
no longer  move; the  f a c t  i s  t h a t  Americans a re  q u i t e  m obile .  Popu la t ion  
growth in  an a re a  i s  due to  n a tu r a l  in c re a s e  and m ig ra t io n .  In th e  West, 
between 1950 and 1960, the  i n c r e a s e  in  p o p u la t io n  due to  m ig ra t io n  was 
19.1 p e r  c e n t ,  a lmost  as much as  th e  n a t u r a l  in c re a s e  of 19.9 pe r  c e n t .  
The e f f e c t s  o f  m ig ra t io n  a re  not  s i m i l a r  f o r  a l l  r e g io n s ;  the  North 
Cen tra l  and Southern reg ions  l o s t  p o p u la t io n  through m ig ra t io n  between 
1950 and 1960. The pe r  cen t  in c r e a s e s  due t o  n a tu r a l  in c re a s e  and
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m ig ra t io n  in  1960 over 1950 fo r  the  va r ious  reg io n s  of the  United S t a t e s  
a re  shown below
Per Cent In c re a s e  
Region T o ta l  Na tu ra l  M igra t ion
U. S. A. 18.5 16.7 1.8
N or theas t 13.2 12.3 0.9
North C en tra l 16.1 16.4 - 0 .3
South 16.5 19.5 - 3 .0
West 38.9 19.9 19.1
The p o p u la t io n  i s  a l s o  moving to  urban a r e a s .  P r a c t i c a l l y  every  
decade s in c e  1790 has shown an in c re ase  in  the  p ro p o r t io n  of  the  t o t a l  
p o p u la t io n  l i v i n g  in  urban a r e a s ,  and, of cou rse ,  a c o r o l l a r y  decrease  
in  the  p ro p o r t io n  l i v i n g  in r u r a l  a r e a s .  The f i r s t  census in  1790 showed 
an urban p o p u la t io n  of  on ly  f i v e  per  c e n t ;  the  I960 census c l a s s i f i e d  the  
urban p o p u la t io n  a t  n e a r ly  70 p e r  c e n t .  The d e f i n i t i o n  of urban was 
changed in  1950, and aga in  in  1960, but  the  t r e n d  of  urban growth can be 
seen in  th e  fo l low ing  f i g u r e s  by decade, from 1900 to  1960:
Per Cent Per Cent
Year Urban Rural
1900 39.7 60.3




1950 64 .0  36.0
1960 69.9  30.1
The s h i f t  from r u r a l  to  urban has not  been equal  in  a l l  geograph­
i c a l  r e g io n s .  The most r a p i d  growth in  urban p o p u la t io n  dur ing  th e  1950's 
was i n  the  West. Between 1950 and 1960, the  S o u th ’s r u r a l  p o pu la t ion
1"U. S. A. P o p u la t io n  Changes: 1950-60," P o pu la t ion  B u l l e t i n ,  XIX
(March, 1963), 33-4.
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decreased  by 5 .9  per  c e n t .  The p e r  cen t  growth fo r  four  geographic
reg io n s  in  1960 over 1950, urban and r u r a l ,  i s  shown to  vary  w ide ly :^
Per Cent Growth, 1950-60 
Region Urban Rural
N o r th eas t  19.2 9 .0
North C en tra l  29.5 1.1
South 9-0.1 - 5 .9
West 55.3 1.7
The United S t a t e s  has exper ienced ,  and i s  expected to con t inue  to
ex p e r ien c e ,  a r a t h e r  la rg e  in c re a s e  in  t o t a l  p o p u la t io n .  The in c re ase
from 1900 to  1960, by decade,  can be seen in the  fo l lowing f i g u r e s  from
th e  Bureau of  the  Census:
To ta l  P o pu la t ion








The Bureau of the  Census has made a group of  p r o j e c t i o n s  o f  the  
fu tu r e  t o t a l  p o p u la t io n  o f  the  United S t a t e s ,  based on d i f f e r e n t  
assumptions about  the  f e r t i l i t y  r a t e .  The S e r i e s  I I  e s t im a te s  a re  based 
on the  f e r t i l i t y  r a t e  o f  1955-57, and y ie ld  a f i g u r e  fo r  1970 in  excess  
o f  219 m i l l i o n .  Other s e r i e s  p r o j e c t  the  t o t a l  p o pu la t io n  f o r  1970 
w i th in  a range from approxim ate ly  202 m i l l i o n  upwards to  over 219 m i l l i o n .  
The b i r t h  r a t e  has dec l in ed  every yea r  since 1957, in which yea r  th e re  
were 25.2 b i r t h s  fo r  every  1,000 p o p u la t io n .  In  1963, th e  b i r t h  r a t e  was
^ I b i d . ,  p. 38.
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21.8 .  Early  in  1964, the  t o t a l  United S t a t e s  po p u la t io n  e s t im ated  fo r
3
1970 was 209 m i l l i o n .  The Census Bureau e s t im a te d  th e  January  1, 1964, 
p op u la t io n  a t  190,818,000.
Another com pl ica t ing  f a c t o r  concern ing  p o p u la t io n  i s  t h a t  the  in­
c re a se  w i l l  not  be the  same fo r  a l l  age groups.  B r i e f l y ,  the  younger and 
o l d e r  age groups,  which a re  normally cons idered  to  be dependent,  w i l l  
grow much more between 1960 and 1970 th an  w i l l  the  middle age groups.
This  means t h a t  fewer p ro d u c t iv e  people  w i l l  have to  support  more people 
who a re  e s s e n t i a l l y  dependent.  The younger age groups w i l l  r e q u i r e  la rg e  
e x p en d i tu re s  fo r  ed u ca t io n ,  and w i l l  be unproduct ive  f o r  longer d u ra t io n s  
as t h e i r  y e a r s  devoted t o  edu ca t io n  a re  ex tended.
An in c re ase  in  th e  p r o p o r t io n  of the  lab o r  fo rce  which i s  female 
i 3 a l s o  expec ted .  I n  1955, the  l a b o r  fo rce  p a r t i c i p a t i o n  r a t e  fo r  
females 14 yea rs  and over was 34.5 per  c e n t .  This f i g u r e  i s  p r o je c te d  to  
in c re a s e  to  39.3 per  c en t  by 1970, an in c re a s e  of  13.9 p e r  c e n t .  The male 
labor  fo rce  p a r t i c i p a t i o n  r a t e  i s  p r o je c te d  t o  d ec rease  by 5.7 per  cen t  to  
77.6 per  cen t  in  1970. Thus, by 1970, over  o n e - t h i r d  o f  the  labor  fo rce  
i s  p r o j e c te d  to  be female .
^P o p u la t io n  changes a re  on ly  one group of  com pl ica t io n s  in  the  
economic system. The s h i f t  o f  the  economy from a g r i c u l t u r a l  to  p re ­
dominantly  i n d u s t r i a l  e l im in a te d  some o p p o r t u n i t i e s  in  a g r i c u l t u r e ,  but  
opened numberless o p p o r t u n i t i e s  in  i n d u s t r y .  Coupled w ith  t h i s  s h i f t  
has been the  r a p id  advancement of sc ience  and technology in  p rod u c t io n ,
^"The Way the  U. S. I s  Growing—What I t  Means," U. News & World 
R ep o r t , LVI (January  13, 1964), 82.
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g r e a t l y  in c r e a s in g  th e  c a p a c i ty  f o r  p roduct ion  and complexity  of  the  
p ro c e s s e s .  Goods a r e  now produced in  what must seem l i k e  en d less  v a r i e t y  
and w i th  v igorous  change. A la rg e  p ro p o r t io n  of  the  goods now consumed 
were not  a v a i l a b l e  j u s t  a few y e a r s  ago. In  some l i n e s ,  in c lud in g  
chemicals  and e l e c t r o n i c s ,  h a l f  o f  a company's products  were not  even in 
p lanning  f i v e  to  ten  years  ago. The c ircumstances  in  th e  United S t a t e s  
have been fav o rab le  to  in v en t io n  and a d a p ta t i o n  of the new and o r i g i n a l .  
The advantages and problems o f  automation have c re a te d  s e r io u s  qu e s t io n s  
as y e t  unanswered.
The growth of some f i rm s to  l a rg e  s i z e  has caused sev e ra l  compli­
c a t i o n s .  Large f i rms g e n e r a l l y  r e q u i r e  such c o n d i t io n s  as  can be 
provided only through in c o r p o r a t io n ,  thus  causing  the  development o f  the  
c o rp o ra t io n  as the  dominant form o f  b u s in e ss  o r g a n i z a t i o n .  Larger  f i rms 
f r e q u e n t ly  can u t i l i z e  more e f f i c i e n t  techn iques  and equipment,  l im i t i n g  
the  o p p o r tu n i ty  fo r  development o f  sm a l le r  e n t e r p r i s e s  because of  the  
high en t ra n ce  c o s t s .  C on cen t ra t ion  o f  v a r io u s  forms prov ides  the  oppor­
t u n i t y  fo r  m o n o po l i s t ic  c o n t r o l ,  r e q u i r i n g  government r e g u l a t i o n s .  
S t r e n g th  in  l a r g e  b u s in e s se s  has in c re ased  the  p ro fes sed  need f o r  
s t r o n g e r  lab o r  o r g a n i z a t i o n s .  The l a r g e r  f irms (and many sm a l le r  ones) ,  
because of the  s o p h i s t i c a t e d  marke t ing  system tend to  have n a t io n a l  
d i s t r i b u t i o n  of t h e i r  p r o d u c t s .  Mass p roduc t ion  and mass a d v e r t i s i n g  
have been n a t u r a l  concomitants  of l a r g e - s c a l e  b u s in e ss  f i rm s , .
The s t a t e  and Federa l  governments have come to  be in c r e a s in g ly  
a c t i v e  in  the  r e g u l a t i o n  o f  b us in ess  and in  p a r t i c i p a t i o n  in  the  a f f a i r s  
o f  b u s in e s s .  Nearly ev e ry  phase o f  bus in ess  o p e ra t io n  i s  in f lu en ced  to
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some degree by government i n t e r v e n t i o n ,  and r e a c t i o n  has v a r ied  from 
adamant r e s i s t a n c e  to  complete accep tance ,  depending on the  c i rcum stances .  
Some governmental  o p e ra t io n s  a re  in  d i r e c t  com pe t i t ion  w i th  p r i v a t e  
i n d u s t r y ,  sometimes w ith  decided advantages .  Over and above lega l  r e ­
s t r i c t i o n s  on b u s in e s s ,  one of the  most s i g n i f i c a n t  a re a s  o f  government 
p a r t i c i p a t i o n  i s  in  p r o f i t s ,  through ne t  income t a x a t i o n .  P r o f i t s  of 
c o r p o r a t io n s  a re  a l s o  reduced by in c o r p o r a t io n  fees  and f r a n c h i se  ta x e s .
The government i s  a l s o  engaged in  a tremendous purchasing  
f u n c t io n ,  being the  so le  customer of many bu s iness  concerns .  The United 
S t a t e s  i s  a p p a r e n t ly  committed to  a la rge  spending program p a r t i c u l a r l y  
fo r  p rev e n t io n  of o r  p r e p a r a t i o n  fo r  war. The government, through 
monetary and f i s c a l  p o l ic y ,  a t tem pts  to l e g u l a t e  the  economy, w i th  f a r -  
reach in g  im p l i c a t i o n s  fo r  b u s in e s s ,  p r i v a t e  e n t e r p r i s e  has not  been 
capable  c f  l i m i t i n g  the harmful e f f e c t s  of  d e p re s s io n s  and r e c e s s io n s ,  
or  to  l i m i t  g e n t l y  the  r i s e  o f  boom p e r io d s ;  the government has thus  
undertaken th ese  a c t i v i t i e s .
The people  o f  the  United S t a te s  p re s e n t  a complica ted p i c t u r e  to 
the  b u s in e ss  manager. The people  a re  f r e e ,  they can vo te ,  they  a re  be­
coming b e t t e r  educa ted ,  they a re  becoming more weal thy ,  t h e i r  l e v e l  of 
l i v i n g  i s  r i s i n g ,  they  work fewer hours per week, they a re  organized and 
powerful in  many r e s p e c t s ,  and they  have u n l im i te d  wants .  Managers must 
be ab le  to  work w i th  these  complica ted  people  in  changing s i t u a t i o n s .
One a re a  of change i s  found in  the  s e p a ra t io n  of  ownership and management.
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I I .  SEPARATION OF OWNERSHIP AND MANAGEMENT
The c o rp o r a t io n  has become the  predominant form of  bu s in ess  
o r g a n i s a t io n  in  th e  United S t a t e s  during the l a s t  100 y e a rs ;  i t  was pre­
dominant, in  f a c t ,  a cen tu ry  ago in  f in a n c e ,  mechanized i n d u s t r y ,  and 
non-maritime t r a n s p o r t a t i o n . ^  The c o rp o ra t io n  had i t s  primary h i s t o r i c a l  
an teced en t  in  the  j o i n t - s t o c k  company of  England (though th e  r o o t s  of  the  
c o rp o ra t io n  can conce ivab ly  be t r a c e d  back to  a n t i q u i t y ) ,  but  in  America 
the  form was changed somewhat to  be more in  accord w i th  the  p o l i t i c a l  
framework of the  new country .
During the c o lo n ia l  p e r io d ,  a few small b u s in e s s  c o rp o ra t io n s  
were c h a r t e r e d  by M assachuse t ts ,  Rhode I s l a n d ,  C onnec t icu t ,  and Pennsyl­
van ia .  At the  time o f  th e  American Revo lu t ion ,  th e re  were only  s ix  
commercial companies o rgan ized  as c o rp o r a t io n s  in  the  c o lo n ie s ,  a l l  in
C
the pub l ic  u t i l i t y  f i e l d .  The Bank o f  North America was c h a r t e r e d  in 
1781 by the C on t inen ta l  Congress,  and the Bank of the  United S t a t e s  was 
c h a r t e r e d  i n  1791. Banks were c h a r t e r e d  by the s t a t e s  in  1782, and by 
1800, th e re  were a t  l e a s t  310 b u s in e ss  c o r p o r a t io n s .  By 1830, th e re  were 
1,900 bu s in ess  c o rp o ra t io n s  in the  New England s t a t e s  a lo n e .^
a
Edwin Merrick Dodd, American Business  Corpora t ions  Unt i l  1860, 
wi th  S p e c ia l  Reference to  Massachuse t ts  (Cambridge: Harvard U n iv e rs i ty  
P re s s ,  1954), p. 1.
^G i lb e r t  C. F i t e  and Jim E. Reese, An Economic H is to ry  o f  the  
United S t a t e s  (Boston:  Houghton M i f f l i n  Company, 1959), pp. 47-8.
6Dodd, o£. c i t . , p. 11.
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From t h i s  beg inn ing ,  the  c o rp o r a t io n  has grown to  i t s  p re sen t
s t r e n g t h .  For comparison w ith  o t h e r  forms o f  bus iness  o r g a n i z a t i o n ,  the
number of  so le  p r o p r i e t o r s h i p s ,  c o rp o r a t io n s ,  and p a r t n e r s h i p s  in the
United S t a t e s  in  I960 was;^
TZ£e_ of O rg a n iza t io n  Number in  U. S .
Sole  P r o p r i e t o r s h i p s  9 ,090,000
C orpora t ions  1,14-1,000
P a r t n e r s h i p s  941,000
In 1947, j u s t  13 y e a r s  b e fo r e ,  t h e r e  were only  552,000 c o r p o r a t io n s .
Though the  growth in  numbers of  c o r p o r a t io n s  i s  g r e a t ,  the  b u s i ­
ness  done by c o rp o ra t io n s  in  1960 as  compared w i th  o t h e r  forms of 
o r g a n iz a t io n  i s  more revea l in g :®
Business  R ece ip ts  Net P r o f i t s
2 ZEJL of  O rgan iza t ion  ( M i l l io n s  o f  D o l l a r s )  ( M i l l io n s  o f  D o l la r s )
Corpora t ions  802,791 43,505
Sole P r o p r i e t o r s h i p s  171,257 21,067
P a r t n e r s h i p s  72,771 8,360
Thus i t  can be seen t h a t  c o rp o r a t io n s ,  though comprising on ly  about 10
per cen t  o f  the  t o t a l  number of b u s in e s s  concerns ,  n e v e r t h e l e s s  took in
more than 7 5 per c en t  of the  t o t a l  bus in ess  r e c e i p t s ,  and made n e a r ly  60
per c en t  o f  the  t o t a l  n e t  p r o f i t s .  This  achievement was reached in  s p i t e
o f  the  r e l a t i v e l y  small s i z e  of many of the  c o rp o r a t io n s .
Most c o rp o r a t io n s  have a s s e t s  of  l e s s  than $100 thousand,  and the
v a s t  m a j o r i t y  of  c o rp o r a t io n s  have a s s e t s  o f  l e s s  than  $500 thousand.  A
^U. S. Bureau of the  Census, S t a t i s t i c a l  A b s t r a c t  of  the  United 
S t a t e s : 1963. ( E ig h t y - f o u r th  e d i t i o n . ) Washington, D. C . , 1963, 
pp. 489-90.
8 I b i d . ,  p .  4 9 0 .
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r e l a t i v e l y  few very  i n f l u e n t i a l  c o rp o r a t io n s  have a s s e t s  of g r e a t  
p r o p o r t io n s .  The number o f  c o rp o r a t io n s  in  1960 in  each o f  s e v e r a l  a s s e t  
s i z e - c l a s s e s  i s  g iven below:
Asset  S i 2 e -C la s s  
T o ta l
Under $100 thousand 
$100 to  $249 thousand 
$250 to  $499 thousand 
$500 to  $999 thousand 
$1 to  $5 m i l l i o n  
$5 t o  $10 m i l l i o n  
$10 to  $50 m i l l i o n  
$50 m i l l i o n  and over
Number of Per Cent
Corpora t ions  of  T o ta l
1 ,140,574 1 0 0 . 0
684,614 60.0







The rea sons  fo r  t h i s  phenomenal growth in  c o rp o ra te  s t r e n g t h  can 
be found in  the  n a tu re  o f  the  c o r p o r a t io n .  The d e s c r i p t i o n  of a co rpora ­
t i o n  g iven  by Chief  J u s t i c e  Marshal l  in  1819 i s  i l l u m in a t in g  in  many 
r e s p e c t s :
A c o rp o r a t io n  i s  an a r t i f i c i a l  be ing ,  i n v i s i b l e ,  i n t a n g i b l e ,  
and e x i s t i n g  on ly  in  con tem pla t ion  o f  law. Being the  mere c r e a t u r e  
o f  law, i t  p o sses se s  only those  p r o p e r t i e s  which the  c h a r t e r  of  i t s  
c r e a t i o n  c o n fe r s  upon i t ,  e i t h e r  e x p r e s s ly ,  o r  as  i n c i d e n t a l  to  i t s  
very e x i s t e n c e .  These a re  such as a re  supposed b e s t  c a l c u l a t e d  to  
e f f e c t  the  o b j e c t  fo r  which i t  was c r e a t e d .  Among the most impor­
t a n t  a re  im m o r ta l i ty ,  and, i f  the  e x p re ss ion  may be a l lowed,  
i n d i v i d u a l i t y ;  p r o p e r t i e s ,  by which a p e rp e tu a l  su ccess ion  of many 
persons  a re  cons idered  as the  same, and may a c t  as  a s i n g l e  in d i ­
v id u a l .  They enable  a c o rp o r a t io n  to  manage i t s  own a f f a i r s ,  and to  
hold p r o p e r ty  w i thou t  the  p e rp le x in g  i n t r i c a c i e s ,  the  hazardous and 
e n d le s s  n e c e s s i t y ,  of  p e rp e tu a l  conveyances fo r  the  purpose of  t r a n s ­
m i t t i n g  i t  from hand to  hand. I t  i s  c h i e f l y  f o r  the  purpose of 
c lo t h i n g  bodies of men, in  su c c e s s io n ,  w ith  th ese  q u a l i t i e s  and 
c a p a c i t i e s ,  t h a t  c o rp o r a t io n s  were invented ,  and a re  in  u se .  By 
th ese  means,- a p e rp e tu a l  su c ce ss io n  o f  i n d iv id u a l s  a re  capable  of 
a c t i n g  f o r  th e  promotion of  the  p a r t i c u l a r  o b j e c t ,  l i k e  one immortal 
b e in g . *0
^ I b i d . , p . 496.
*®Dartmouth College v. Woodward, 4 Wheat. (U. S . )  518.
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This  n a tu re  o f  the  c o rp o r a t io n  has given r i s e  to  s e v e r a l  ad­
vantages  over o th e r  forms of  b u s in e ss  o r g a n i z a t i o n ,  n o tab le  among which 
a r e :  ( 1) l im i te d  l i a b i l i t y  of  s to c k h o ld e r s ,  ( 2 ) f l e x i b l e  types and
d i v i s i b i l i t y  of  sh a re s  of  ownership,  (3) e a s i l y  t r a n s f e r r e d  shares  of 
ownership, (4)  c o rp o ra te  l i f e  independent  o f  i n d i v i d u a l s ,  and (5 )  d e f i n i t e  
l e g a l  a u t h o r i t y  of  o f f i c e r s  (as  opposed to  the  c a p a c i ty  of  any p a r t n e r  
t o  a c t  to  bind the  p a r t n e r s h i p ,  even though h i s  a c t i o n s  are  no t  au tho r ized  
by the  p a r t n e r s h i p  agreement) .
Other c ircum stances  p e r m i t t i n g ,  these  advantages a l low th e  cor­
p o r a t i o n  t o  grow to  very la rg e  s i z e .  L a rg e -sca le  o p e ra t io n s  have se v e ra l  
p o s s ib l e  advan tages ,  such a s ;  (1) s p e c i a l i z a t i o n  of  men and p ro ce sse s ,
( 2 ) e f f i c i e n t  use o f  c a p i t a l  a s s e t s  which can be u t i l i z e d  on ly  in  la rge  
increm ehts ,  (3) h i r i n g  o f  b e t t e r  q u a l i f i e d  p e rso n n e l ,  (4)  s t a b i l i t y ,
(5) a b i l i t y  to  handle  the  l a r g e ,  s p e c i a l i z e d  kinds o f  inves tm ent ,  and
( 6 ) a b i l i t y  to  w i th s tan d  c o m pe t i t io n .
As most c o rp o r a t io n s  grow to  very  la rge  s i z e ,  the  number of  sha res  
of  s tock  he ld  by any s in g le  s to c k ho ld e r  becomes a small p ro p o r t io n  of 
the  t o t a l  s tock  o u t s t a n d in g .  The end r e s u l t  i s  t h a t  ownership o f  the  
c o rp o r a t io n  i s  spread t h i n l y  among hundreds or thousands o f  s to c k h o ld e rs  
who may a l s o  be w ide ly  d i sp e r se d  g e o g ra p h ic a l ly .
As a r e s u l t  o f  t h e i r  p r o p o r t i o n a t e l y  small ownership i n t e r e s t s ,  
i n d iv id u a l  s to c k h o ld e r s  t y p i c a l l y  have something l e s s  than  an a l l -  
consuming i n t e r e s t  i n  th e  a f f a i r s  o f  the  c o rp o r a t io n  so long as they 
r e c e iv e  t h e i r  r e g u l a r  d iv id en d s .  The u su a l  means o f  ex p re s s in g  d i s s a t ­
i s f a c t i o n  w i th  the  investment  i s  to  s e l l  the  s tock ,  which may i n d i r e c t l y  
a f f e c t  the  management through d ep re s s in g  the  market p r i c e  of the  s tock .
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A depressed  p r i c e  u s u a l l y  makes the  r a i s i n g  of  f u r t h e r  c a p i t a l  more 
d i f f i c u l t  should the  management decide  to  do so .
Even w ith  g r e a t e r  i n t e r e s t ,  p a r t i c i p a t i o n  by small s to c k h o ld e rs  
would be i n e f f e c t u a l  because of  the  absence of  any v o t in g  c o n t r o l .  I t  
i s  on ly  as  many s to c k h o ld e rs  pool t h e i r  v o t ing  s t r e n g th  t h a t  any e f f e c ­
t i v e  measures are  p o s s i b l e .  About the  on ly  group in  the  c o rp o r a t io n  
which can c o l l e c t  v o te s ,  or  v o t in g  power, in  s u f f i c i e n t  q u a n t i t y  i s  the 
board o f  d i r e c t o r s  through th e  s o l i c i t a t i o n  of  p ro x ie s  a t  c o rp o ra t io n  
expense. S tockholders  commonly forward t h e i r  p ro x ie s  to  the  board 
members in o f f i c e ,  assuming o p e ra t io n s  have been reaso nab ly  s a t i s f a c t o r y  
and no concer ted  e f f o r t  has been made by some o th e r  group to  o b ta in  
p r o x ie s .  On r a r e  o c ca s io n s ,  some o u t s id e  group a t tem p ts  to  w re s t  c o n t ro l  
from the  board in  power, but  the  odds a g a i n s t  success  in  t h i s  kind of 
ven tu re  a re  very  g r e a t .  Few a t t em p ts  succeed.
I t  i s  through th e  p rocess  of  s o l i c i t a t i o n  of p ro x ies  t h a t  the 
board of d i r e c t o r s ,  l e g a l l y  the r e p r e s e n t a t i v e s  of  the  s to c k h o ld e rs ,  i s  
ab le  to  p e r p e tu a t e  i t s e l f  in  o f f i c e  and choose i t s  s u c c e s s o r s .  The board ,  
t h e o r e t i c a l l y ,  a t  l e a s t ,  makes broad p o l ic y  d e c i s io n s  and sees  to  the 
o v e r a l l  management of  the  c o r p o r a t io n  in  th e  b e s t  i n t e r e s t  o f  the  s tock­
h o ld e r s .  To a t t e n d  to  the  day - to -day  a f f a i r s  of the  c o r p o r a t io n ,  the  
board s e l e c t s  the  o f f i c e r s — p r e s i d e n t , v i c e - p r e s i d e n t ( s ) , t r e a s u r e r ,  and 
se c re ta ry - -w h o  may a l s o  be members of  the  board. Even where the  manage­
ment i s  more d i r e c t l y  under the  c o n t r o l  of  the  s to c k h o ld e r s ,  the  managers 
a re  more than  l i k e l y  not  the  same people  as the  s to c k h o ld e r s ;  t h a t  i s ,  
they  own no sha res  of  s to c k .  And, to a la rge  e x t e n t ,  those  managers who
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do own s tock  in  the  c o rp o r a t io n  have t h e i r  inves tments  overshadowed by 
th o se  s to c k h o ld e r s  who a re  not  a l s o  managers. Thus a r i s e s  the  q u e s t io n  
of the  s e p a r a t io n  Of ownership and management.
This s e p a r a t io n  of  ownership and management has led to  many c la ims 
and c o u n te r -c la im s  about  how the managers may no longer  be concerned w ith  
the  o p e ra t io n  o f  the  c o rp o r a t io n  in  the  b e s t  i n t e r e s t  of the  s to c k h o ld e r s ,  
due to  c o n f l i c t i n g  m o t iv es .  In small  c o rp o r a t io n s ,  the  managers a re  
more l i k e l y  to  be a l s o  the  owners, and no c o n f l i c t  between the  two groups 
a r i s e s .  But in  th e  l a rg e  c o r p o r a t io n ,  how can i t  be sa id  t h a t  the 
u l t im a te  r e s p o n s i b i l i t y  o f  management i s  t o  the  s to c k h o ld e r s  when manage­
ment tends to  p e rp e tu a t e  i t s e l f  in  o f f i c e  and o therw ise  o p e ra te s  o u ts id e  
e f f e c t i v e  c o n t r o l  by th e  s to ck h o ld e rs?
An e x te n s iv e  f e a r  of  the  consequences i s  he ld  by Burnham, who sees 
a "manageria l  r e v o l u t i o n , "  which was supposed to  be complete in  about  the 
y ea r  1964. The type  of  c a p i t a l i s t  s o c i e t y  which th e  United S t a t e s  knew 
up to  World War I  was to  be r ep la ce d  by a manager ia l  so c i e ty ,  in which 
the  a s s e t s  used in  p roduc t ion  were t o  be owned by th e  s t a t e ,  and managers 
were to  be the  r u l i n g  c l a s s  in  s o c i e t y .*"1 Though the  argument p resen ted  
by Burnham has no t  been borne o u t ,  much of  t h i s  th eo ry  has v a l i d i t y .  The 
government has continued t o  extend i t s  in f lu e n ce  i n t o  a reas  t r a d i t i o n a l l y  
sacred  to  the  c a p i t a l i s t s .  Control  in  many companies has ,  f o r  a l l  i n t e n t s  
and purposes ,  passed  from th e  hands of  s to c k h o ld e r s ,  perhaps w i l l i n g l y ,  
i n to  the  hands of h i r e d  managers. And i t  i s  widely known t h a t  b us in ess
^Ja m e s  Burnham, The Managerial  R e v o lu t io n ; What i s  Happening in 
t h e  World (New York; The John Day Company, 1941), p a ss im .
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in f luences  s o c ie ty  to  a g re a t  e x te n t .  Whatever i s  decided about the 
u l t im a te  e f f e c t s  o f  the  se p a ra t io n  of ownership and management, i t  can 
be sa id  now t h a t  the  s e p a ra t io n  has been a bas ic  in f luence  on the 
a t t i t u d e  toward s o c ia l  r e s p o n s i b i l i t i e s .  Another in f luence  has been the 
tendency of  managers to  assume the  s tand ing  of p r o f e s s io n a l s .
I I I .  MANAGEMENT AS A PROFESSION
The degree to which management assumes the  a t t r i b u t e s  of a 
p ro fe s s io n  a f f e c t s  the  a t t i t u d e  which managers hold toward s o c ia l  respon­
s i b i l i t i e s  and, consequent ly ,  a c t io n s  taken toward f u l f i l l i n g  those 
r e s p o n s i b i l i t i e s .  To determine the  im p l ica t io n s  of  t h i s  s ta tem en t ,  i t  i s  
necessary  to  explore  the  answers to  th e s e  q u e s t io n s :  What a re  the
c h a r a c t e r i s t i c s  of  a p ro fes s io n ?  What a re  the s igns  t h a t  management i s  
approaching a p ro fes s io n?  Why i s  management not now a p ro fes s io n ?  What 
a re  the p o s s ib le  consequences of the  p r o f e s s i o n a l i z a t i o n  o f  management?
C h a r a c t e r i s t i c s  of a p r o f e s s i o n . There i s  no genera l  agreement 
on a p re c i s e  d e f i n i t i o n  of p ro fe s s io n .  Some of  the more no tab le  w r i t e r s
in the  a rea  w i l l  not d e f ine  the term. E x is t ing  d e f i n i t i o n s  are  con tro -
12v e r s i a l .  The. argument i s  not i d l e ,  e i t h e r .  Not only must the 
e x i s t i n g  t r a d i t i o n a l  p ro fe s s io n s  (law, medicine, theology, and teach ing)  
p r o t e c t  t h e i r  s t a t u s ,  but  o th e r  fo l lowings a s p i r in g  to  the  s tanding  must 
have c l e a r  go a ls .  Too f r e q u e n t ly  the  d e s ig n a t io n  i s  used to  d i s t in g u i s h
Morris L. Cogan, "The Problems of  Defining a P r o f e s s io n , "  The 
Annals of  the  American Academy of  P o l i t i c a l  and S oc ia l  S c ien c e , CCSCVII 
(January ,  1955), 4051
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a g i f t e d  a t h l e t e  fro® an amateur, or to  r e f e r  to an h a b i t u a l  and capable  
c r im in a l .  These meanings a re  not  a p p ro p r i a t e  to  th e  p r o f e s s i o n a l  a s p e c t s  
o f  management. Nor should p r o f e s s i o n a l  managers be used to  mean h i re d  
managers, or to  r e f e r  to  managers s imply because they e x i s t  in  the  
occupa t ion  in la rg e  numbers.
The essence  o f  the meaning of  p r o f e s s io n  can be ob ta ined  by the  
exam ina t ion  of  s e v e r a l  d e f i n i t i o n s  of th e  term. These d e f i n i t i o n s  u s u a l ly  
take  the  form of a l i s t i n g  of  c r i t e r i a  o r  c h a r a c t e r i s t i c s  of a p r o f e s ­
s io n .  For example, F lexner  c la im s th ese  s i x  c r i t e r i a  f o r  a p r o f e s s i o n :
( 1 ) i n t e l l e c t u a l  o p e ra t io n s  coupled w i th  l a rg e  in d iv id u a l  r e s p o n s i b i l i ­
t i e s ,  (2 )  raw m a t e r i a l s  drawn from sc ience  and l e a rn in g ,  (3)  p r a c t i c a l
a p p l i c a t i o n ,  (4)  an e d u c a t i o n a l l y  communicable techn ique ,  (5)  a tendency
13toward s e l f - o r g a n i z a t i o n ,  and ( 6 ) i n c r e a s in g l y  a l t r u i s t i c  m o t iv a t io n .  
P r a c t i c a l  a p p l i c a t i o n  r e f e r s  to  the  u t i l i z a t i o n  o f  the s k i l l  o f  the 
p r o f e s s io n  in  so lv ing  r e a l  problems r a t h e r  than  seeking knowledge fo r  
i t s  own sake .  I t  i s  a l s o  s i g n i f i c a n t  t h a t  the  s k i l l  e x e rc i s e d  in  the  
p r o f e s s io n  i s  one t h a t  can be acqu i red  through the  p rocess  of  e d u ca t io n ;  
an in d iv id u a l  does no t  become a member o f  a p r o f e s s io n  by a c c id e n t  or by 
membership in a s o c i a l  group. The formation o f  one or more o rg a n iz a ­
t i o n s  to  r e p r e s e n t  the  p r o f e s s io n  may not  be a u n iv e r s a l  requ irem ent ,  
but  i s  t y p i c a l .
Dennison l i s t s  four  t e s t s  of  p r o f e s s i o n a l  a c t i v i t y :  (1)  the  use
of  t r a i n e d  i n t e l l i g e n c e ,  r e q u i r i n g  p r a c t i c e  and s tudy ,  ( 2 ) the  f r e e  and
1 1Abraham F lex n er ,  " I s  S o c ia l  Work a P ro fe s s io n ? "  School and 
S o c i e t y , I  (June 26, 1915), 904.
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open a p p l i c a t i o n  o f  th e  methods and f r u i t s  of  sc ien c e ,  (3) a motive o f  
s e r v i c e  to  mankind g r e a t e r  than  th e  motive to  o n e ' s  s e l f  and o n e ’ s own, 
and (4 )  a code o f  e t h i c s . 1£* The main d i f f e r e n c e  h e re  i s  t h e  a d d i t i o n  of 
the  requ irem ent  of  a code o f  e t h i c s .  I t  i s  in  t h i s  code t h a t  the  e t h i c a l  
r e s p o n s i b i l i t y  o f  the  members o f  the  p a r t i c u l a r  p r o f e s s io n  to  s o c i e t y  i s  
cons idered  and s p e c i f i e d .  I t  i s  unders tood t h a t  the members a re  expected  
to  abide by the  j o i n t l y  designed code.
Consider a l s o  P e r s o n ’ s l i s t  of  the  requ irem ents  of  a p r o f e s s i o n :
( 1 ) c a l l s  f o r  a t t a in m en t  in  sp e c i a l  knowledge, r e q u i r i n g  s p e c i a l  and 
continuous s tudy;  ( 2 ) d e a l s  w i th  a f f a i r s  as  d i s t i n g u i s h e d  from mere s tudy 
or  i n v e s t i g a t i o n  fo r  i t s  own sake; (3 )  p o sse s se s  a technique o f  u t i l i z a ­
t i o n  or  a p p l i c a t i o n  of  th e  knowledge to  a f f a i r s ;  (4)  has a motive of 
s e r v i c e  to fe l low  men; and (5)  has a code of  e t h i c s . ^  Person i n d i c a t e s  
t h a t  to  be e l i g i b l e  fo r  membership in  a p r o f e s s i o n ,  a c e r t a i n  l e v e l  of 
a t t a in m en t  in  s p e c i a l i z e d  knowledge must have been reached;  t h i s  i s  
u s u a l ly  accomplished through a formal course  o f  s tudy .
D eardo r f f  p rov ides  t h i s  l i s t :  (1)  i n t e l l e c t u a l  work and p e rsona l
r e s p o n s i b i l i t y ,  (2) s c i e n t i f i c  s a n c t io n s ,  (3) s c i e n t i f i c  technology ,  (4 )  
e d u c a t i o n a l l y  t r a n s m is s a b le  co n ten t  and techn ique ,  (5)  a body of s c i e n t i f ­
i c  d a ta  w i th  c r i t i c a l  a n a l y s i s ,  ( 6 ) c l a s s - c o n s c io u s  and s e l f - i n t e r e s t e d
li+Henry S. Dennison, "The E s s e n t i a l s  of a P r o f e s s io n , "  Business  
Management as  a P r o f e s s i o n , e d i t e d  by Henry C. Metcalf  (New York: A. W. 
Shaw Company, 1927), pp. 24-5.
S. Person ,  " I s  Business  a P ro fe s s io n ? "  Business  Management 
as a P r o f e s s i o n , e d i t e d  by Henry C. M etca lf  (New York: A, W. Shaw 
Company, 1927), pp. 103-114.
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o r g a n i z a t i o n ,  and (7)  pub l ic  w e l fa re  m o t i v a t i o n . 16 The emphasis in  t h i s  
l i s t  i s  on th e  s c i e n t i f i c  a s p e c t s  of th e  p r o f e s s io n ,  perhaps to  an ex­
c e s s iv e  e x t e n t .  Much of the  p r a c t i c e  of  the  p r o f e s s io n s  i s  as much a r t  
as s c i e n c e ,  though i t  i s  t ru e  t h a t  the s c i e n t i f i c  e lements  a re  v i t a l  in  
a l l  p r o f e s s i o n s .
While the  s ta tem en t  of  the  c r i t e r i a  f o r  p r o f e s s io n a l i s m  which i s  
g iven by Brandeis  i s  l e s s  i n c l u s i v e  than some o f  the  o t h e r s ,  he p o in ts  
out  t h a t  the  f i n a n c i a l  r e t u r n  should not  be the  dominant measure of 
s u c c e s s :
. . . F i r s t ,  th e  ne ce ssa ry  p re l im in a ry  t r a i n i n g  i s  i n t e l l e c t u a l  
in  c h a r a c t e r ,  invo lv in g  knowledge and to  some e x te n t  l e a r n in g ,  as 
d i s t i n g u i s h e d  from mere s k i l l ;  second, an occupa t ion  which i s  
pursued l a r g e ly  f o r  o th e r s  and not mere ly fo r  o n e ' s  s e l f ;  t h i r d ,  
the  amount of f i n a n c i a l  r e t u r n  i s  no t  the  accepted  measure of 
s u c c e s s .17
C e r ta in  o t h e r  d i s c u s s io n s  o f  p r o f e s s io n  a l s o  mention the  secondary r o l e
which p e rso n a l  ga in  should p lay  to p u b l ic  s e r v i c e .  As w i l l  be exp la ined
l a t e r ,  too  much emphasis should not  be p laced  on t h i s  c r i t e r i o n .
Members o f  a p r o f e s s io n  a re  not  l im i te d  to the  r o u t in e  p r a c t i c e
of  the  techn ique  of  th e  p r o f e s s i o n  based on e x i s t i n g  knowledge; they can
expand and e l a b o r a t e  on the  e x i s t i n g  body of  knowledge through o r i g i n a l  
18c o n t r i b u t i o n s .
R. D eard o r f f ,  " S o c ia l  Work as a P r o f e s s io n , "  S o c ia l  Work 
Yearbook (1929) ,  pp. 435-8.
^ L .  D. B rande is ,  Bus iness—A P ro f e s s io n  (Boston:  Small,  Maynard 
& Co., 1914), p. 2.
l®Rudolph M. B inder ,  Business  and the  P r o f e s s io n s  (New York; 
P r e n t i c e - H a l l , I n c . ,  1922), p. 101.
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The p r a c t i c e  of  a p r o f e s s io n  i s  f lav o red  by th e  a t t i t u d e s  held  by 
the  members. Blauch included t h i s  f e a tu r e  in h i s  r a t h e r  comprehensive 
d e s c r i p t i o n  of a p r o f e s s io n  and a l s o  i n d i c a t e s  t h a t  t h e r e  are  e n t ra n ce  
requ irem en ts  to  the  p ro fe s s io n  and c o n t ro l  over  the  p r a c t i c e :
The p r o f e s s io n s  a re  not  always sh a rp ly  d i s t in g u i s h e d  from o th e r  
voca t ions  and o c cu p a t io n s .  In  g e n e ra l ,  however, they  may be 
d e sc r ib ed  as occupa t ions  which provide  h igh ly  s p e c i a l i z e d  i n t e l l e c t  
t u a l  s e r v i c e s .  These o c cu p a t io n s ,  a t  t h e i r  b e s t ,  p osses s  th ree  
p r i n c i p a l  f e a t u r e s :  ( 1 ) a body o f  e r u d i t e  knowledge, a s e t  of
a t t i t u d e s ,  and a techn ique  which a re  a p p l ied  to th e  se rv ice  of  
mankind through an educated group; ( 2 ) a s tandard  of  success  measured 
by accomplishment in  se rv in g  the  needs of  the  people  r a t h e r  than 
by pe rsona l  g a in ;  and (3 )  a system o f  c o n t ro l  ove r  the  p r a c t i c e  of 
t h e  c a l l i n g  and th e  e d u ca t io n  of i t s  p r a c t i t i o n e r s  through a s s o c i a ­
t i o n s  and codes of  e t h i c s .
Other d e f i n i t i o n s  of  p r o f e s s io n  can be given,  but  remaining v a r i a ­
t io n s  are  minor. I t  w i l l  be noted t h a t  in  the  d e f i n i t i o n s  provided,  
requ irements  d i f f e r .  These v a r i a t i o n s  may e x i s t  because some of  the 
d e f i n i t i o n s  are  not  meant to  be a l l - i n c l u s i v e .  In  any c ase ,  management 
would have t o  meet p r a c t i c a l l y  a l l  the  requ irem ents  l i s t e d  in o rder  to  be 
c a l l e d  a p r o f e s s i o n .  These requirements  a re  being approached in  vary ing  
degrees .
Signs t h a t  management i s  approaching a p r o f e s s i o n . There are  
se v e ra l  i n d i c a t i o n s  which p o in t  to  the p r o f e s s i o n a l i z a t i o n  of  management; 
however, no s in g l e  t r e n d  should be taken as conc lus ive  p roof  t h a t  manage­
ment has ,  indeed,  achieved p r o f e s s i o n a l  s t a t u s .  The e n t i r e  movement, in 
f a c t ,  only dem ons tra tes  t h a t  management i s  tend ing  to  move in  the  
d i r e c t i o n  of  becoming a p r o f e s s io n .
l^Lloyd E. Blauch, " P r o f e s s io n a l  Educat ion ,"  The Encyclopedia 
Americana (3 1 s t  e d . ) ,  XXII, 632b.
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The tendency i s  ev iden t  in severa l  a re a s .  The i n t e l l e c t u a l  
a c t i v i t y  requ i red  of a su c ce ss fu l  manager i s  of the h ig h e s t  o rder  because 
the  in h e ren t  n a tu re  of management i s  dynamic, complex, and demanding. 
While not  an abso lu te  n e c e s s i t y ,  a t  l e a s t  an undergraduate  degree is  
u s u a l ly  a p r e r e q u i s i t e  of a cand ida te  fo r  a h igher  managerial  p o s i t i o n .
An e v e r - in c r e a s in g  p ro p o r t io n  of execu t iv es  has completed a t  l e a s t  four 
years  of  h igher  educa t ion .  Business schools  a re  exper ienc ing  s i g n i f i c a n t  
growth. S c i e n t i f i c  methods o f  study and a p p l i c a t io n  a re  in c r e a s in g ly  
being used in most func t ions  of  bu s in ess .
Management l i t e r a t u r e  i s  young but e x te n s iv e .  Much of the 
m a te r i a l  f a l l s  o u t s id e  an i n t e r n a l l y  c o n s i s t e n t  body, but t h i s  can be 
a t t r i b u t e d  to  the c a r e l e s s n e s s  of  youth .  The v igor  and c r e a t i v e n e s s  of 
these  e a r l y  works w i l l  be supplemented by more r igo rous  and s c i e n t i f i c  
a n a ly s i s  made p o ss ib le  by the broad foundat ions  a l read y  l a i d .  I t  i s  a lso  
becoming p o s s ib l e  to  i n t e g r a t e  knowledge from o th e r  d i s c i p l i n e s  with  t h a t  
of  management, no tab ly  t h a t  of  soc io logy ,  c u l t u r a l  anthropology,  and 
psychology. Management l i t e r a t u r e  serves  as one o the r  fo rce  toward 
p r o f e s s i o n a l i z a t i o n :  I t  i s  a means of communication in which the
d e s i r a b i l i t y  of  the  p r o f e s s i o n a l i z a t i o n  of management i s  p opu la r ized .
The power of suggest ion  i s  co n s id e ra b le ,  e s p e c i a l l y  when received  by a 
group which can be assumed to  be eager  fo r  the inc reased  s t a t u r e  derived  
from being a member o f  a p r o f e s s io n a l  group.
There are  numerous s ta tem en ts  by bu s iness  le a d e r s  to  the e f f e c t  
th a t  the  motive of bus iness  should be s e rv ic e  to  the p u b l ic  ( i n  the  broad 
sense) and th a t  p r o f i t s  should assume something of a secondary go a l .
Many managers a c t u a l l y  b e l i ev e  in  t h i s  s e rv ice  concept and attempt to
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conduct t h e i r  b us iness  a c t i v i t i e s  acco rd ing ly .  Many o th e r  businessmen 
make such s ta tements  to  c r e a t e  favo rab le  pub l ic  opin ion ,  without  r e a l l y  
meaning what they say. The p ro p o r t io n  of each kind i s  unknown. Nor can 
i t  be decided fo r  c e r t a i n  which s ide  i s  r i g h t .  Increased  p u b l i c i t y ,  
governmental r e g u l a t i o n ,  com peti t ion ,  and p o s s ib ly  o th e r  reasons have, 
however, caused bus iness  as a whole to become more mindful  of the  wishes 
of s o c i e ty .
Managers f in d  themselves a t  l e a s t  loose ly  organized with t h e i r  
contemporaries through va r ious  kinds of  t r a d e  and publ ic  se rv ice  o rgan i­
z a t i o n s —B e t te r  Business Bureaus, Chambers of Commerce, Rotary I n t e r ­
n a t i o n a l ,  and many o th e r s .  Various o rg a n iz a t io n s ,  such as the American 
Management A sso c ia t io n ,  inc lude  in t h e i r  memberships some of the  leaders  
in  management thought and p r a c t i c e .  All  o f  these  o rg a n iz a t io n s  can and 
do accomplish many of the  purposes of a p r o f e s s io n a l  a s s o c i a t io n  but in 
l e s s e r  degree,  and not  n e a r ly  so c o n s i s t e n t l y .  Some of the  a c t i v i t i e s  
in which they may engage in  t h i s  way a re :  ( 1) c o n t ro l  admission and
a c t i v i t i e s  of members, ( 2 ) p r o t e c t  the  membership and the pub l ic  from 
i n f r a c t i o n s  by in d iv id u a l  members, and (3)  make pub l ic  the o b j e c t i v e s  
and use fu l  fu n c t io ns  of the  a s s o c i a t io n  and i t s  members. Such groups 
could lead u l t i m a t e l y  to  a formal p ro fe s s io n a l  a s s o c i a t io n  for  managers, 
though i t  i s  doubtfu l  whether an a s s o c i a t io n  of managers would ever  ap­
proach the  s o p h i s t i c a t i o n  o f  the  American Medical A ssoc ia t ion  in  medicine.
Forces a g a in s t  p r o f e s s io n a 1i z a t i o n  o f  management. In  the t r a d i ­
t i o n a l  p ro fe s s io n s ,  rewards to  o n e se l f  a re  assuned to  be secondary as a 
motive to se rv ice  to  fel low men. There a re  some members in  the
29
p ro f e s s io n s  who do no t  l i v e  by t h i s  l o f t y  appea l ,  and remunerat ion  must 
not  be negated  as a m o t iv a t in g  f a c t o r  in  any c a se .  In  the  main, however, 
and w i t h  m a t u r i t y  of the  i n d iv id u a l  and the  p r o f e s s io n ,  the  tendency i s  
to r ega rd  s e r v i c e  as the  primary o b j e c t i v e  of the  p r o f e s s i o n s .  I t  should 
be p o in ted  out  here  t h a t  a person  a c t s  f o r  s e v e r a l  r ea so n s  a t  the  same 
time, and i t  may be impossib le  to  s t a t e  any one as the  main reason .  The 
t r u t h  i s  t h a t  a l l  the  motives  a re  im por tan t .  Also,  the  d i f f e r e n t  ob­
j e c t i v e s  of  an i n d iv id u a l  do not have to  be c o n f l i c t i n g ;  i t  could w e l l  be 
t h a t  p ro v id in g  maximum s e rv ic e  r e s u l t s  in r e c e i p t  o f  maximum income 
( p r o f i t s ,  rewards, r e t u r n s ) .
Business  must provide  some s e r v i c e  needed by s o c i e ty  in  o r d e r  to  
m ain ta in  i t s  long-run  su c ce ss .  This  s e r v i c e  need not  n e c e s s a r i l y  be as 
e x te n s iv e  as humanly p o s s ib l e ,  but  i t  must be p o s i t i v e ;  t h a t  i s ,  the  
s e r v i c e  must do more good than  harm. The weakness comes, not  from the 
enforced  minimum of s e r v i c e ,  but  froui Lhe unenforced maximum. P r o f i t s  in 
b us in ess  have been used as a measure of s e r v i c e  p rov ided ;  the  more 
p r o f i t ,  presumably the  more s e r v i c e .
P r o f i t s  a re  assumed to be a s e l f i s h  motive ,  but  they  a re  an in ­
cen t ive  to  produce econom ica l ly .  According to  the  t r a d i t i o n a l  view as
held by Adam Smith and o t h e r s ,  to  s t r i v e  s e l f i s h l y  fo r  p r o f i t s  i s  to
b e n e f i t  o t h e r s ,  i n c i d e n t a l l y  b u t  i n e v i t a b l y .  The d r i f t  away from a pre­
dominantly l a i s s e z - f a i r e  type of  economy weakens t h i s  argument, though 
much v a l i d i t y  i s  l e f t .  The p o in t  i s  t h a t  p r o f i t s  a re  not  g e n e r a l l y  
regarded as an i n d i c a t i o n  of d i s s e r v i c e ,  p r o f i t s  a re  not  a l t o g e t h e r  
frowned upon as a measure of s e r v i c e ,  and p r o f i t s  s t i l l  se rve  as a major
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m o tiv a t in g  fo rce  to  economic a c t i v i t y .  Perhaps se rv ice  i s  the  j u s t i f i c a ­
t i o n  fo r  the  e x i s t e n c e  o f  b u s in e s s ,  bu t  p r o f i t s  in su re  i t .
Other requ irem ents  of  a p r o f e s s io n  a re  v i o l a t e d ,  though the  
se r io u sn e s s  o f  some v i o l a t i o n s  i s  d im in ish in g .  There a re  few, i f  any, 
recognized  s ta n d a rd s  of q u a l i f i c a t i o n  or  performance,  and no procedure  
fo r  th e  l i c e n s in g  of managers. Because of the  absence of  a s t rong  
c e n t r a l  a s s o c i a t i o n ,  a l l  t h e  fu n c t io n s  t h a t  would be performed by such an 
a s s o c i a t i o n  a re  ab sen t .  The fu n c t io n s  c a r r i e d  on by l e s s e r  groups a re  
not c o o rd in a te d ,  a r e  r e l a t i v e l y  i n e f f e c t u a l ,  and tend toward lobbying or 
e d u c a t io n a l  a c t i v i t i e s .  A des ign a ted  le v e l  of  academic achievement i s  
not  an ab so lu te  requirement  fo r  many m anager ia l  p o s i t i o n s .  Those i n d i ­
v id u a l s  holding degrees  a re  not  a u to m a t i c a l ly  awarded a manager ia l  
p o s i t i o n  j u s t  because they  have the  d e g re es .  Codes of  e t h i c s  a re  not  
c o n s i s t e n t ;  they  vary by f i rm  and i n d u s t r y .  Enforcement of  codes i s  
l im i t e d .  The e x te n s iv e  number of managers, t h e i r  g eo graph ica l  d i s p e r s i o n ,  
and t h e i r  d iv e r s e  forms a l l  tend  to  r e a c t  a g a i n s t  p r o f e s s i o n a l i z a t i o n .
The n e t  e f f e c t  i s  summarized by Cummins: " . . .  Management i s  not a
p ro fe s s io n  today and i s  not  l i k e l y  to  become one in  the  immediate f u t u r e .
20The t r a n s i t i o n  t o  p r o f e s s io n a l i s m  w i l l  come w i th  t im e ."
P o s s ib le  consequences of  p r o f e s s i o n a l i z a t i o n . The tendency toward 
p r o f e s s i o n a l i z a t i o n  of management can have se v e ra l  d e s i r a b l e  consequences 
fo r  th e  r e c o g n i t i o n  of  s o c i a l  r e s p o n s i b i l i t i e s .  With h ig h e r  e d u c a t io n a l
20 Joseph L. Cummins, "Management: A P ro fe s s io n ? "  Advanced 
Management— O ff ice  E x ecu t iv e , I (December, 1962), 13.
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l e v e l s  should come a b e t t e r  unders tanding  of human needs and an awareness 
of the proper place  of bus iness  e n t e r p r i s e  in  so c ie ty .  The gradual 
acceptance of  the se rv ice  motive could r e s u l t  in the  r e j e c t i o n  of  ques­
t io n a b le  bus iness  p r a c t i c e s  which in c rease  p r o f i t s  a t  the expense o f ,  and 
to the  de tr im en t  o f ,  o t h e r s .  The need fo r  governmental c o n t r o l s  and 
r e g u la t io n s  would be d iminished,  and the t rend toward more governmental 
in f luence  would be weakened. Informat ion  about su cce ss fu l  bus iness  
p r a c t i c e s  would be more r e a d i l y  exchanged and u t i l i z e d .  The design of ,  
and adherence to ,  a code of e t h i c s  would be f a c i l i t a t e d .  Managers would 
f ind  themselves with enhanced p r e s t i g e  due to  t h e i r  p ro fe s s io n a l  s t a t u s .  
For these reasons ,  many managers welcome the  i n c re a s in g  p r o f e s s i o n a l i z a ­
t io n  of management. Soc ie ty  would a lso  b e n e f i t  in  th e  a reas  in d ic a te d .
Not a l l  the  p o s s ib le  consequences would be so f av o rab le .  Bowen 
sees th ree  dangers;  ( 1) codes may become r i g i d  and nonadaptive ,  ( 2)
r e s t r i c t i v e  p r a c t i c e s  may be app l ied  by the a s s o c i a t io n s ,  and (3) c o l l u -
21sive  p r a c t i c e s  and s e l f i s h  p res su re  on government may develop.
In a d d i t io n ,  many observers  would regard  th e  displacement of the 
p r o f i t  motive by one of s e rv ic e  to  be a r e a l  t h r e a t  to the e f f i c i e n t  
o pe ra t ion  o f  the  economic system. I f  management’s funct ion  i s  p r im a r i ly  
economic in n a tu re ,  the  removal of the  economic in cen t ive  which i s  f e l t  
to  be so v i t a l  would d es t ro y  the purpose of t h i s  fu n c t io n .  The goal of 
se rv ice  i s  much more d i f f i c u l t  to  i n t e r p r e t  and to  t r a n s l a t e  in to  a c t io n .  
I t s  adoption as the  primary aim of bus iness  might lead ,  p a r t i c u l a r l y  in
21 Howard S. Bowen, Soc ia l  R e s p o n s i b i l i t i e s  of the  Businessman 
(New York; Harper & Brothers  P u b l i sh e r s ,  1953), p. 99.
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the  e a r l y  s ta g e s ,  to random or  c o n f l i c t i n g  a c t i v i t y .  I t  would probably 
be p r e f e r a b le  fo r  the  p r o f i t  motive to  remain of c o n s id e rab le  importance 
in  the  o p e ra t io n  o f  th e  economic system, though not the e x c lu s iv e  con­
s i d e r a t i o n  .
P rospec ts  fo r  p r o f e s s i o n a l i z a t i o n . For these  reasons ,  management 
i s  not l i k e l y  to  become a f u l l - f l e d g e d  p ro fe s s io n  in  the near  fu tu r e .  
Perhaps the  s i g n i f i c a n t  idea  i s  t h a t  management i s  developing some of the 
a t t r i b u t e s  of a p ro fe s s io n  and i s  thus tending toward becoming a pro­
f e s s io n .  I f  v i r t u a l  c o n t ro l  of the  business  world i s  placed in the  hands 
of  management, then  fo r  managers to possess  c e r t a i n  of the  c h a r a c t e r i s t i c s  
of  p r o f e s s i o n a l s  would not  be u n d e s i r a b le .  C e r ta in ly  l ea d e rsh ip  of the 
bus iness  system by a group of managers more mindfu? of the  pub l ic  good 
than of pe rsonal  ga in  would not  be frowned upon.
IV. PHILOSOPHY OF MANAGEMENT
This  s e c t io n  w i l l  seek answers to  the  fol lowing q u e s t io n s :  What 
i s  meant by a phi lqsophy o f  management? Why i s  a phi losophy of management 
needed, and what s p e c i f i c  p a r t s  of a philosophy a re  in  need of  sp e c ia l  
a t t e n t i o n ?  How does management philosophy r e l a t e  to  s o c i a l  r e s p o n s i b i l i ­
t i e s ?  In what ways can the  development of management philosophy be 
b e n e f i c i a l  to  a l l  concerned?
D e f in i t io n  of management ph i lo so ph y . Defin ing the e x p re s s io n ,  phi­
losophy o f  management, i s  d i f f i c u l t  because of the numerous ways in  which 
i t  has been used. As an example, e ig h t  quo ta t io n s  from a nine-page 
a r t i c l e  by Mee a re  given below:
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1. The p h i lo s o p h ie s ,  t h e o r i e s ,  fundamenta ls ,  and p r i n c i p l e s  of 
management a re  s t a t e d  in  terms of c o n ce p ts .
2. The concep tua l  framework fo r  a ph i losophy or theo ry  of  manage­
ment c o n s i s t s  of e lements  o r  fun c t io n s  which may be i d e n t i f i e d  
in  accordance w i th  the  requ irem en ts  of  the  d e s i r e s  of the  
i n s t i t u t i o n s  and the  economy.
3. . . .  A system or ph i losophy  o f  management thought  . . .
4 .  . . .  I n to  s i m i l a r  concep tua l  frameworks or  p h i lo s o p h ie s  . . .
5. . . .  As a  ph i losophy  o r  mental  a t t i t u d e  . . .
6 . . . .  An i n t e g r a t e d  system of thought  o r  a management phi losophy .
7. The f o u r th  s ta g e  of  management thought  has developed from th e  
concept  o f  the  management p rocess  as a ph i losophy of management 
to  a b roader  p e r s p e c t iv e  o f  a ph i losophy which in c lu d e s  s t a t e ­
ments o f  the  purpose o f  bu s in e ss  and the  e t h i c a l  b e l i e f s  
r e l a t i n g  to  the  conduct o f  bu s in e ss  a f f a i r s  in a d d i t i o n  to  the  
p rocess  o f  management.
8 . The concep tua l  framework f o r  management i n d i c a t e s  the  f a c t o r s ,  
e lem en ts ,  and fu n c t io n s  o f  management which can be i d e n t i f i e d  
and combined in to  a phi losophy of management . ^2
Mee was not  p r i m a r i l y  concerned with  d e f i n i n g  management ph i losophy ,  but 
h is  use of the e x p re s s io n  in  v a r ie d  senses  p o in t s  out  i t s  wide a p p l i c a ­
b i l i t y .  As w i l l  be seen a l l  these  uses could be j u s t i f i e d .
W ebste r’s inc lu d es  th r e e  d e f i n i t i o n s  of phi losophy which a re  
a p p ro p r ia te  to  management ph i losophy :
1. A c r i t i c a l  examinat ion  of the  grounds f o r  fundamental b e l i e f s  
and an a n a l y s i s  of the  b as ic  concepts  employed in  the  e x p re s s io n  
o f  such b e l i e f s .
2. A system of  m o t iv a t in g  b e l i e f s ,  concep ts ,  and p r i n c i p l e s .
3. The sum o f  an i n d i v i d u a l ' s  id eas  and c o n v i c t i o n s . 2^
A phi losophy  of  management i s  an in d iv id u a l  th in g ,  i n s o f a r  as each 
manager w i l l  have, e x p l i c i t l y  or i m p l i c i t l y ,  a c e r t a i n  s e t  of  ideas  and 
c o n v ic t i o n s .  These may o r  may not  correspond w i th  those  of o th e r s  in a
22John F. Mee, "Management Thought: I t s  Genesis and H i s t o r i c a l  
Development," S e lec te d  Readings in  Management: Extensions and Modif ica­
t io n s  , e d i t e d  by Fremont A. S h u l l ,  J r .  (Homewood, I l l i n o i s :  Richard D. 
I rw in ,  I n c . ,  1962), pp. 29-37.
^^Webster’s Third New I n t e r n a t i o n a l  D ic t io n a ry  ( t h i r d  e d i t i o n ;  
S p r i n g f i e l d ,  M assachuse t ts :  G. fc C. Merriam Company, 1961), p. 1698.
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sy s te m a t ic  manner, w i th  the  r e s u l t  t h a t ,  as y e t ,  th e re  i s  no common 
phi losophy  of management. Nor i s  a common phi losophy  n e c e s s a r i l y  
d e s i r a b l e  i f  i t  would lead t o  a suppre ss io n  of  c r e a t i v i t y  o r  o r i g i n a l i t y  
in  management. A ph i losophy of management should not  harden in to  a dogma, 
e i t h e r ,  because o f  the  dynamic n a tu re  of bu s in ess  i n s t i t u t i o n s  and the 
c o n s ta n t  s t a t e  o f  f l u x  o f  the  p o l i t i c a l  and economic system.
Davis a s s o c i a t e s  ph i losophy  and management t h i s  way:
A ph i losophy  i s  mere ly  a system of  thought concern ing  c e r t a i n  
phenomena in  a p a r t i c u l a r  f i e l d  of  knowledge, and th e  problems 
t h a t  a re  r e l a t e d  to  them. I t  r e l a t e s  c e r t a i n  g e n e ra l  o b j e c t i v e s ,  
p r i n c i p l e s ,  f u n c t i o n s ,  f a c t o r s ,  p o i n t s  o f  view, and methods of  
a t t a c k ,  in  a manner t h a t  f a c i l i t a t e s  p rob lem -so lv ing  thought . . .
A ph i losophy  o f  management i s  a system of thought  concerning 
c e r t a i n  b u s in e s s  problems.  I t  se rv es  as  a b a s i s  fo r  t h e i r  
s o l u t i o n .24
Management ph i losophy ,  when form al ized  in  a p a r t i c u l a r  bus iness  
o r g a n i z a t i o n ,  may be d e s ig n a ted  as th e  company c reed ,  A working d e f i n i ­
t i o n  of such a creed i s  g iven :
A "company creed"  . . . may be thought  o f  as the  most b as ic  
s o r t  o f  gu id ing  s ta tem en t  o f  company o b j e c t i v e s  which a l s o  lays  
down the  e t h i c a l  p r a c t i c e s  to  be adhered to  in  ach iev in g  these  
o b j e c t i v e s .  Of course ,  a p a r t i c u l a r  c reed  may emphasize goa ls  
or  o b j e c t i v e s  i n  such a way as to  inc lude  e t h i c a l  p r i n c i p l e s ,  or  
i t  may s t a t e  e t h i c a l  p r i n c i p l e s  i n  a manner which a t  l e a s t  impl ies  
the  g o a l s  t o  be a c h i e v e d .25
In  any c a se ,  a p roper  management ph i losophy in c lu des  th e  o v e r a l l  company
o b j e c t i v e s  as  a l o g i c a l  base ,  and should i n d i c a t e  the moral and e t h i c a l
^ ^ a l p h  C. Davis, I n d u s t r i a l  O rgan iza t ion  and Management ( t h i r d  
e d i t i o n ;  New York: Harper & B r o th e r s ,  1956), p. 21.
^^Stewart  Thompson, Management Creeds and P h i lo so p h ie s  (American 
Management A s so c ia t io n  Research Study Number 32. New York: American 
Management A s so c ia t io n ,  I n c . ,  1958), pp. 10-11.
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p r i n c i p l e s  to  which th e  managers w i l l  adhere in a t t a i n i n g  these  ob­
j e c t i v e s  .
A s i g n i f i c a n t  ex te n s io n  of the  d e f i n i t i o n  i s  made by Terry  when
he inc lu d es  knowledge as p a r t  of  a management ph i losophy .  He w r i t e s ,
"Management ph i losophy  may be def ined  as a body of  knowledge and b e l i e f s
t h a t  supply a broad b a s i s  fo r  de te rm in ing  s o lu t io n s  to  m anageria l  
26problem s."*  The in c lu s io n  of  knowledge would i n d i c a t e  t h a t  a manager 
might have th e  r i g h t  " a t t i t u d e "  and s t i l l  not  be most e f f e c t i v e  i f  he 
lacked the  r e q u i s i t e  knowledge. There would a l s o  e x i s t  the  p o s s i b i l i t y  
fo r  edu ca t io n  to  make an important  c o n t r i b u t i o n  toward the  development 
of  a proper  management ph i losophy .
As can be seen,  s e v e ra l  d i f f e r e n t  approaches to  management p h i lo s ­
ophy a re  p o s s ib l e ,  r e f l e c t e d  in the  sometimes widely  va ry ing  ph i lo so p h ie s  
t h a t  a re  held  by i n d iv id u a l  managers and b u s in e ss  i n s t i t u t i o n s .  In  a l l ,  
however, i s  found th e  id ea  t h a t  management ph i losophy  must se rve  as a 
ba s ic  guide in  th e  s o l u t i o n  of m anager ia l  problems,  which inc lude  the 
problem 01 s o c i a l  r e s p o n s i b i l i t i e s .  No a c t i o n s  a re  taken t h a t  cannot be 
r e l a t e d  to  the  fundamental  p r i n c i p l e s  o r  concepts  of  the  in d iv id u a l  or 
b us iness  concern.
A proposed d e f i n i t i o n ,  based on the  above a n a l y s i s ,  takes  t h i s  
form: A management ph i losophy i s  a c a r e f u l l y  cons idered  and j u s t i f i e d
system of m o t iv a t in g  b e l i e f s ,  concep ts ,  p r i n c i p l e s ,  and unders tand ings  
which i s  he ld  by an in d iv id u a l  manager, by a p a r t i c u l a r  bus iness
^G eorg e  R, Terry ,  P r i n c i p l e s  of Management ( t h i r d  e d i t i o n ;  
Homewood, I l l i n o i s :  Richard D. I rwin ,  I n c . ,  I960) ,  p. 37.
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i n s t i t u t i o n ,  o r  by managers in  g e n e ra l ,  and upon which a l l  a c t io n s  taken 
by managers in  so lv in g  problems a re  based.
C e r ta in  r e l a t i o n s h i p s  p e r t a i n i n g  to  management phi losophy may be 
v i s u a l i z e d  through use of  the  i l l u s t r a t i o n  on the fo l low ing  page. The 
o b j e c t i v e s  o f  the  b u s in e ss  f i rm are  s e t  d i r e c t l y  by management, th e  
employees, and the  owners in  the  very s h o r t  run.  These o b j e c t i v e s  must 
be a d ju s t e d  sooner o r  l a t e r  to  the  needs o f  the  customers and the  p ub l ic  
a t  l a r g e ,  i f  the  company i s  to  con t inue  to  e x i s t .  They must be p rop e r ly  
ba lanced between such o b j e c t i v e s  as s e r v i c e ,  p r o f i t ,  and p e rsona l  and 
s o c i a l  o b j e c t i v e s ,  accord ing  to  th e  s i t u a t i o n  a t  any one p a r t i c u l a r  t ime. 
The v a r io u s  o b j e c t i v e s  a re  th us  seen t o  converge on one c e n t r a l  foca l  
p o i n t ,  which r e p r e s e n t s  a c r i t i c a l  ba lan ce .  C e r ta in  o b j e c t i v e s  pervade 
the  e n t i r e  b u s in e s s ,  such as th e  se rv ice  o b j e c t i v e ,  and would be r e p r e ­
sented  on the  i l l u s t r a t i o n  by the  upper case 0 ' s  and the v e r t i c a l  l i n e s  
which reach  through a l l  l e v e l s  o f  an o r g a n i z a t i o n .  Perhaps 0^ could 
r e p r e s e n t  the  p e rv a s iv e  s e r v i c e  o b j e c t i v e ;  O2 , p r o f i t ;  O3 , pe rsona l  and 
so c i a l  o b j e c t i v e s ;  and 0 n , any o th e r  p e rv a s iv e  o b j e c t i v e s .
S p e c i f i c  o b j e c t i v e s  must be e s t a b l i s h e d  f o r  departments  a t  p a r ­
t i c u l a r  l e v e l s  in  the  h ie r a r c h y ,  or  f o r  p a r t i c u l a r  i n d iv i d u a l s ,  and these  
would be r e p re se n te d  by th e  lower case o ' s ,  which vary  by th e  l e v e l s  of 
th e  h ie r a r c h y .  These l e v e l s  a re  se p a ra ted  by the  h o r i z o n t a l  dashed l i n e s .  
For i n s t a n c e ,  oa could r e p r e s e n t  the  s a l e s  o b je c t iv e  o f  a salesman; 0 5 , 
the  r e g io n a l  s a l e s  o b j e c t i v e ;  and oc , the  o v e r a l l  company s a l e s  o b j e c t i v e .  
In a d d i t i o n ,  a goal  on i s  inc luded  in the  diagram to  r e p r e s e n t  a l l  th e  
o th e r  depar tm enta l  and in d iv id u a l  o b j e c t i v e s  found in  an o r g a n iz a t i o n .
In f luenced  b y :
Standard o f  l i v i n g
E th ics  and morals
S oc ia l  s c ien ces
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(No s ig n i f i c a n c e  should be a t t ac h ed  to  any of the  dimensions of  the 
diagram.)
Much of the same kind of a n a l y s i s  can be made of the  p o l i c i e s  of 
the  bus iness  concern. P o l i c i e s ,  a l s o ,  may p e r t a i n  to  a l l  l e v e l s ,  or  to 
p a r t i c u l a r  l e v e l s  of departments .  P o l i c i e s  may be s e t  d i r e c t l y  and 
immediately by management and the  owners, but  a re  i n d i r e c t l y  and u l t i ­
mately determined by customers and the p u b l ic .  These p o l i c i e s  must be 
c a r e f u l l y  s e t  i f  they a re  to  lead t o  the  a t ta in m en t  of the e n t e r p r i s e  
o b j e c t i v e s ,  and thus a l s o  lead to  a foca l  p o in t .
P r i n c ip l e s  of management, r e l a t i v e l y  f ix ed ,  se rve as guides to  
a c t io n  and thought and are  r ep re sen ted  in  the  i l l u s t r a t i o n  by a s t r a i g h t  
l i n e  drawn through the e n t i r e  system as a kind of s t a b le  f a c to r  about 
which the o th e r  elements a re  forced to  revolve .
The o b j e c t i v e s  and p o l i c i e s  s e t  a re  in f luenced  by many f a c t o r s ,  
such as an in c reas in g  s tandard  of l i v i n g ,  a r i s i n g  edu ca t io n a l  l e v e l ,  
and o ther  f a c t o r s  l i s t e d  on the  i l l u s t r a t i o n .  The a c t i v i t i e s  of the firm 
a l s o  a f f e c t  the in f lu e n c in g  f a c to r s  mentioned; the re  i s  a t  l e a s t  a two-way 
r e l a t i o n s h i p .
The foca l  p o in t  of the  va r ious  o b j e c t i v e s  and p o l i c i e s  has been 
named the foca l  p o in t  of decis ion-making.  I t  r e p re se n ts  the c r i t i c a l  
n a tu re  of the  management fu n c t io n .  This p o in t  could a l s o  r e p re se n t  such 
r e l a t i o n s h i p s  as the  proper  combination o f  the  f a c to r s  of p roduc t ion ,  but  
t h e i r  in c lu s io n  would u n n e c e s sa r i ly  complicate  the  i l l u s t r a t i o n .
Need fo r  _a philosophy of  management. This e n t i r e  study p o in ts  up 
the need fo r  a philosophy of management. Managers must re so lve  in  t h e i r
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minds th e  i s s u e s  c o n f ro n t in g  them and have the  t o o l s  t o  deal  w i th  new 
problems as they  a r i s e .  One of  the  problems most d i f f i c u l t  o f  s o l u t io n  
i s  the  e x t e n t  o f  th e  s o c i a l  r e s p o n s i b i l i t i e s  of  b u s in e s s .
I n  the  p re fa ce  to  h i s  book, Sheldon p o i n t s  up t h i s  problem:
As th e  barque of i n d u s t r y  grows d a i l y  more h e av i ly  f r e i g h t e d ,  and 
ploughs th rough  seas  o f  i n c r e a s in g  s to rm iness  and danger ,  the  t a s k  
o f  s t e e r i n g  t h a t  barque i s  p r o p o r t i o n a t e l y  inc reased  in  complexity 
and r e s p o n s i b i l i t y .  . . . Phi losophy i s  the  p o s t u l a t i o n  o f  a v a s t  
query, which dwarfs i n to  comparat ive  no th ingness  the  problems of 
day t o  day t h in g s .  I t  demands of  us whether  we are  conducting our 
p r a c t i c e  accord ing  to  any p r i n c i p l e s  o r  laws, or  merely sna tch ing  
a t  the  f l o a t i n g  s t raw s  which p a s s . ^ 7
Though w r i t t e n  a lmost  35 yea rs  ago, these  words seem to  have even more
t r u t h  today than  they d id  when they were w r i t t e n .
At the  r i s k  of a n t i c i p a t i n g  m a t e r i a l  in subsequent c h a p te r s ,  
c e r t a i n  o t h e r  p r e s s u r e s  demanding a more mature  management ph i losophy  are  
po in ted  ou^ in  the  fo l low ing  pa rag raph s .
Bnployees need a b e t t e r  unders tand ing  of management's goa ls  and 
p e r s p e c t iv e s ,  and need to  be ab le  to  i d e n t i f y  themselves w i th  the  o rg an i ­
z a t io n  f o r  the  common good. The e f f o r t  on the  p a r t  of management to  
fo rm ula te  a management ph i losophy  may, in  i t s e l f ,  through the  p rocess  of 
i n t r o s p e c t i o n ,  lead to a b e t t e r i n g  o f  management-employee r e l a t i o n s .
A c l e a r l y  s t a t e d  ph i losophy  could se rve  the  u s e f u l  purpose of  
convincing  the  people  o f  the United S t a t e s  t h a t  the  p re sen t  economic 
system i s  p r e f e r a b l e  t o  any a l t e r n a t i v e .  C r i t i c i s m  could be met and 
e v a lu a te d .  Where the  c r i t i c i s m  i s  j u s t i f i e d ,  the  a t t i t u d e  o f  management
2 7O l iv e r  Sheldon, The Phi losophy of  Management (London: S i r  I s a a c  
Pitman and Sons, L td . ,  1930), pp. i x - x .
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must be re fo rm ula ted  to  accord w i th  the  needs of s o c i e ty .
For some o f  th e  reasons  mentioned e a r l i e r  in t h i s  c h a p te r ,  many 
companies in th e  United S t a t e s  have a t t a i n e d  tremendous s i z e  and com­
p l e x i t y ,  which may have the e f f e c t s  of g r e a t l y  in c re a s in g  the d e le g a t io n  
o f  a u t h o r i t y  and of  l e s se n in g  the  e f f e c t i v e n e s s  of c o n t r o l  and c o o rd in a ­
t i o n .  In  such in s t a n c e s ,  an a p p ro p r i a te  management philosophy,  g e n e r a l ly  
unders tood  and fo l lowed,  could serve  as a va luab le  guide to the  s o lu t i o n  
o f  manageria l  problems. In  the  a re a  of marketing a lone ,  Westinghouse 
E l e c t r i c  Corpora t ion  has t h i s  kind of complexity :
Approximately 1,650 of i t s  employees have p r i c i n g  and marketing 
r e s p o n s i b i l i t y  and are  lo ca te d  a t  numerous p l a n t s  and s a l e s
o f f i c e s  th roughout  the  United S t a t e s .  The C o rp o ra t io n ' s  p roduct
mix runs  from heavy e l e c t r i c a l  equipment and defense  and atomic 
p r o j e c t s  to  v a r io u s  e l e c t r i c a l  dev ices  used in  the  home— in  a l l  
some 8,000 b a s i c  p ro d u c t s ,  w i th  about  300,000 v a r i a t i o n s . 2®
This r e p o r t  goes on to  d e sc r ib e  the  d i f f e r e n t  markets  i n  which the company
must o p e ra t e ,  the  d i f f e r e n t  types  o f  com pe t i to rs ,  the  changing product
mix, and the  v a r i e d  d i s t r i b u t i o n  channels  and s a l e s  o u t l e t s  u s e d . 29 Many
o th e r  companies have a s im i l a r  complexity .
A c a r e f u l  a n a ly s i s  o f  the  need f o r  a m anager ia l  phi losophy i s  made 
30by Ohmann. The remainder o f  t h i s  s e c t i o n  i s  based l a r g e ly  on h i s  work,
d i r e c t  q u o ta t i o n s  being taken from i t .
O O
Erwin N. Griswold and o t h e r s ,  A Report  from the Board of Advice 
to  the  Westinghouse E l e c t r i c  C o rp o ra t io n , Ju ly  19, 1962, pp. 6-7 .
3®0. A. Ohmann, "Search f o r  a Managerial  Ph i losophy ,"  Harvard 
Business  Review, XXXV ( September-October , 1957), 41-51.
One of  the  most importan t  a re a s  in  which management phi losophy has 
been r e c e iv in g  in c r e a s in g  a t t e n t i o n  has been t h a t  of the  lo s s  of  manage­
r i a l  c o n t r o l .  The manager o f  y e s te rd ay  had c o n t r o l  over "raw m a t e r i a l s ,  
t r a n s p o r t a t i o n ,  p l a n t  f a c i l i t i e s ,  d o l l a r s ,  and l a b o r , "  and could d i r e c t  
th ese  elements  ao as to  maximize p r o f i t s .  This s t ro n g ,  c l e a r  a u t h o r i t y  
o f  management i s  not  now so powerful  and s im ple .  The lo s s  of  the  
manager’ s power to  command i s  a r e s u l t  of s e v e ra l  f a c t o r s :
1 . The a r ro g a n t  use of  power by e a r l i e r  g e n e ra t io n s  of management.
2. The growth o f  union power.
3. The world-wide d e p re s s io n  and the  c o in c id e n t  r i s e  of  so c ia l i sm .
k.  The r i s i n g  power of  th e  f e d e r a l  government and the in c re a s e  in
both l e g i s l a t i v e  and a d m i n i s t r a t i v e  c o n t r o l s  on b u s in e s s .
5. The prolonged t i g h t  l abo r  market  s ince  19^0.
6 . The growing in te rdependence  o f  a l l  bu s in ess  and the  r e s u l t i n g
lo ss  of c o n t r o l  o f  the  elements in  p ro d u c t io n .
7. The in c r e a s in g  in f lu e n c e  of p u b l ic  opinion and p re s su re  g r o u p s .^2
This l o s s  of  a u t h o r i t y  has had s i g n i f i c a n t  e f f e c t s  on the  phi losophy of 
managers. The th in k in g  of  managers must be a d ju s te d  to  take  these  
f a c t o r s  i n to  accoun t .
The in d iv id u a l  worker has changed in  many ways w ith  th e  growth of 
la rg e  c o r p o r a t io n s .  There has been a major t r e n d  toward s p e c i a l i z a t i o n ,  
w i th  i t s  subsequent  segmenta t ion  of jobs i n to  r e p e t i t i v e  o p e ra t io n s  a t  
which an in d iv id u a l  can become p a r t i c u l a r l y  ad ep t .  While t h i s  p rocess  
may w e l l  se rve  to  in c re a s e  e a rn in g s ,  i t  a l s o  may lower the  worker more or 
l e s s  to  the  s t a t u s  of a machine. Work becomes l e s s  ch a l le n g in g  and
meaningful ;  the  in d iv id u a l  i s  no t  s t im u la te d  because he may have l e s s
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pr ide  in  h is  work and l e s s  unders tanding  of  i t 3  r e l a t i o n s h i p  to the  over­
a l l  o p e ra t io n .  In  these  c a se s ,  the  worker looks elsewhere for  s e c u r i t y  
and s a t i s f a c t i o n :  to  management, to the  co rp o ra t io n ,  to  the  labor  union.
Taylor e a r ly  recognized t h a t  the  pay of  an ind iv idua l  was only one
in c e n t iv e ,  and he considered  pay as only one element in s c i e n t i f i c  
33management. Once a c e r t a i n  l e v e l  of  income i s  reached,  o th e r  incen­
t i v e s  may assume g r e a t e r  r e l a t i v e  va lue ,  such as r e c o g n i t io n  for  work 
done, s t a t u s  derived  from a t i t l e ,  f r i e n d ly  t r e a tm e n t ,  s e c u r i t y  and many 
o t h e r s .  Many managers, however, s t i l l  p lace  b l in d  f a i t h  in  the  in ce n t iv e  
value of pay. There a re ,  in  a d d i t i o n ,  s e v e ra l  reasons why the pay 
envelope has become even l e s s  s i g n i f i c a n t  as an i n c e n t iv e ,  among them 
being high t a x e s ,  p r i c e  l e v e l s ,  p a y ro l l  deduct ions  o f  va r io u s  k inds ,  
unemployment insurance ,  and a more e q u i t a b le  d i s t r i b u t i o n  of  income. The 
reduced in c e n t iv e  a fforded  by pay must be recognized by management and a 
corresponding adjustment made in  management phi losophy:
The assumption of "economic man" and the  automatic  r e g u la t io n  
of the  e n t e r p r i s e  system through f i n a n c i a l  i n c e n t iv e s ,  which was 
once the  corne rs tone  of managerial  s c ience ,  i s  no longer sound.
We need to  d iscover  and u t i l i z e  o th e r  appea ls  to  get  work d o n e . ^
As workers achieve a h igher educa t iona l  l e v e l  and become more
s o p h i s t i c a t e d ,  they a re  b e t t e r  ab le  to  see through crude o r  f a l l a c i o u s
appeals  of management. I t  may appear t h a t  management should always have
be l ieved  th a t  the  labor  fo rce  was very  d i s c e rn in g ,  but t h i s  has not been
33Freder ick  W. Taylor ,  The P r i n c i p l e s  of  S c i e n t i f i c  Management 
(New York: Harper & Bro thers  P u b l i s h e r s ,  1911), p.- 34.
^Ohmann, o£. c i t . , p .  45,
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the  case .  The r e a l i z a t i o n  by management t h a t  the labor fo rce ,  as well as 
the  pub l ic  in  g e n e ra l ,  i s  a t t a i n i n g  in c r e a s in g ly  h igher  l e v e l s  of  educa­
t i o n  should mean "a  more r a t i o n a l  and perhaps more i d e a l i s t i c  type of 
l e a d e r s h ip . "  This change would not mean the complete overthrow of  
p r a c t i c a l i t y  o r  hard-headed b us in ess ,  but  would re p re se n t  an a ttempt to 
r e c o n c i l e  the  i n t e r e s t s  o f  the va r ious  groups concerned. A bus iness  
o rg a n iz a t io n  w ith  a proper  management philosophy should have noth ing  to 
f e a r  from more h igh ly  educated employees. Quite the  c o n t ra ry ,  management 
should assume a lead e rsh ip  p o s i t i o n  in  reap ing  the  rewards from t h i s  in ­
c reased  a b i l i t y  and see to  i t  t h a t  an a p p ro p r ia te  d i s t r i b u t i o n  o f  the 
r e tu r n s  i s  made.
While mainly applying to  l a r g e r  e n t e r p r i s e s ,  the p o in t  i s  made 
t h a t  as  bus iness  e n t e r p r i s e s  become more in te rdep en d en t ,  increased  
emphasis i s  placed on c o -o p e ra t io n  (some would c a l l  i t  c o l l u s i o n ) ,  in  
place  of the  e f f o r t  to  d r ive  a l l  com pet i to rs  out  o f  b us in ess .  This in­
creased  interdependence of in d u s t ry  r e s u l t s  from such fo rce s  as the  
inc reased  s i z e  and complexity o f  the  bus in ess  f i rm i t s e l f  (one company 
may serve ano ther  in  a l l  the  r o l e s  of  customer,  s u p p l i e r ,  competi tor ,  
d i s t r i b u t o r ,  and owner), r a p id ly  changing technology (a company may f ind 
i t s e l f  suddenly needing some new product  of an old  com pe t i to r ) ,  and the 
increased i n t e r r e l a t i o n s h i p  o f  a l l  markets  (one contemplated purchase may 
now compete with many o t h e r s ) .  The im p l ic a t io n s  of  t h i s  t rend  fo r  
management phi losophy a re  e x te n s iv e .  Receiving p a r t i c u l a r  a t t e n t i o n  as 
a r e s u l t  of  r a p id ly  changing technology w i l l  be long-range planning,  
maximum f l e x i b i l i t y ,  and an increased  communications burden.
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While the preceding  d i sc u ss io n  of the  importance o f ,  and the  need 
f o r ,  a phi losophy of management i s  not  intended to  be e x h au s t iv e ,  i t  
should i n d i c a t e  c e r t a i n  conc lus ions :  (1) There i s  a t  the  p re sen t  time a
need fo r  an e f f e c t i v e  philosophy of management. (2) The need fo r  a 
managerial  phi losophy i s  always p re s e n t ,  but  in  varying degrees .  (3) 
P a r t i c u l a r  elements of management philosophy are  undergoing s i g n i f i c a n t  
change. (4)  More a t t e n t i o n  needs to  be devoted to the development of 
ph i lo so ph ie s  of management fo r  the p a r t i c u l a r  bus iness  concern, and for  
bus iness  as an e n t i r e t y .
Conclusions on management ph i lo sophy . A complete philosophy of 
management would inc lude  every th ing  about the  p o l i t i c a l ,  economic, and 
s o c i a l  s e t t i n g  o f  b us in ess .  The managers of a bus iness  e n t e r p r i s e  have 
l im i t i n g  f a c t o r s  placed on them from a l l  d i r e c t i o n s ,  and the  a c t io n s  of 
the  managers, in t u r n ,  reach back in to  a l l  a spec ts  of soc ie ty .  J u s t  one 
a t t i t u d e ,  one custom, one d e c i s io n ,  or  one law could have extremely 
p e rvas ive  e f f e c t s .  A management phi losophy could apply to a bus iness  
e n t e r p r i s e ,  an in d iv id u a l ,  or  the o v e r a l l  a r t  and sc ience  of management, 
and each would be d i f f e r e n t .  Some p h i losoph ie s  a re  b e t t e r  than o th e r s ,  
and a p a r t i c u l a r  phi losophy may "work" fo r  one in d iv id u a l  and not for  
ano the r .  F in a l ly ,  an accep tab le  philosophy may be outmoded tomorrow, as 
c o n d i t io ns  change and knowledge i s  extended.
To have a more widely  accepted d e f i n i t i o n  o f  management philosophy, 
and perhaps a more widely app lied  common philosophy,  may be d e s i r a b l e .
Many e f f e c t i v e  concepts  could be app l ied  to  g re a t  advantage in  p a r t i c u l a r  
business  concerns i f  only the  management were aware of them. I t  i s  only
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as elements  of a ph i losophy  a re  proven e f f e c t i v e  and d e s i r a b l e  t h a t  they 
w i l l  be widely  adopted ,  even on a piecemeal  b a s i s .
There a r e ,  however, s e v e ra l  fo rce s  tend ing  to keep p h i lo so p h ie s  
v a r i e d .  Management as a sc ien c e  i s  s t i l l  in  i t s  in fancy .  Knowledge of  
what makes people  as  they  a r e ,  or even how people  a r e ,  i s  s t i l l  mainly 
l a c k in g .  F i n a l l y ,  i t  may be sa id  t h a t  the  very i n d i v i d u a l i t y ,  or  unique­
n ess ,  of  va r io u s  p h i lo s o p h ie s  leads  to  su c ce ss ,  perhaps to  g r e a t e r  success  
than  i f  th e re  were some common phi losophy of management. People a re ,  
a f t e r  a l l ,  d i f f e r e n t .
A c a r e f u l l y  cons idered  and s i n c e r e  phi losophy o f  management may 
he lp  s e r v e :  (1)  to  develop b e t t e r  managers and to  improve the  q u a l i t y  of
the  p rocess  of  managing; (2) to  defend th e  f r e e  e n t e r p r i s e  system; (3) to  
j u s t i f y  the  continued e x i s te n c e  of  a p a r t i c u l a r  bu s in ess  and to  promote 
i t s  su ccess ;  and (4) to  b e n e f i t  so c i e ty ,
V. SUMMARY
The purpose o f  t h i s  c h ap te r  was to  d e s c r ib e  the  p e c u l i a r  ro le  of 
th e  manager in  modern b u s in e s s .  For one th in g ,  he o p e ra te s  in  an ex­
t remely complex s i t u a t i o n  in  which answers a re  not  always c l e a r .  Guide­
l i n e s  a r e ,  in  many i n s t a n c e s ,  consp icuous ly  a b sen t .  The s e p a r a t io n  of 
ownership and management e x i s t e n t  in  many c o rp o ra t io n s  seems to  a l low 
managers to  give weight  t o  i n t e r e s t s  of  p a r t i e s  o th e r  than  s to c k h o ld e rs .  
Also, the  tendency o f  management toward becoming a p r o f e s s io n  has the  
e f f e c t  of s t r e s s i n g  s e r v i c e ,  which may le s se n  the  emphasis on p r o f i t s  as 
the  e x c lu s iv e  o b j e c t i v e  o f  b u s in e ss  o p e r a t io n s .  F i n a l l y ,  the  development
of  a s in c e r e  ph i losophy  of  management may improve o p e ra t io n  of the 
economic system f o r  the  b e n e f i t  of  a l l  concerned.  Subsequent chapte  
w i l l  co n s id e r  the  r e l a t i o n s h i p s  of managers w ith  t h e i r  s e v e ra l  pu b l i  
The f i r s t  group cons idered  i s  the s to c k h o ld e r s .
CHAPTER I I
MANAGERS AND THE STOCKHOLDERS
Of a l l  the  groups with  which managers must o p e ra te ,  the  group of  
s to c k h o ld e r s  i s  th e  most fundamental .  This s ta tem en t  would h a rd ly  have 
been necessa ry  60 y e a r s  ago, but  the  c u r r e n t  emphasis on the  importance 
o f  the  c o r p o r a t io n s '  p u b l ic s  and the  scan t  a t t e n t i o n  given the  s to c k ­
h o lders  by some c o rp o r a t io n  managements have a l t e r e d  the  s i t u a t i o n  
c o n s id e r a b ly .  The primary i n t e r e s t  of  the  s to c k h o ld e r s  i s  not  now 
u n i v e r s a l l y  and comple te ly  accep ted .  The argument i s  conv inc ing ly  
p re sen ted  t h a t  the  i n t e r e s t s  o f  the s to c k h o ld e r s  must be s a c r i f i c e d  some­
t imes fo r  th e  b e n e f i t  of employees, s u p p l i e r s ,  customers,  government, or 
the  p ub l ic  a t  l a r g e .
Management can b e n e f i t  groups o t h e r  than the s to c k h o ld e r s  i n  many 
ways, but  s to c k h o ld e r s  a re  i n t e r e s t e d  in  e s s e n t i a l l y  one a s p e c t :  f in a n ­
c i a l  r e t u r n .  S tockho lders  would have l i t t l e  complaint  a g a i n s t  a 
s u p p l i e r - r e l a t i o n s  program which had to  do, f o r  example, w i th  improvement 
of th e  tone o f  vo ice  used in  te lephone  c o n v ersa t ion s  w ith  vendors '  
salesmen, bu t  would tend to  o b j e c t  to  ano the r  program which c a l l e d  fo r  
g r a t i s  ^ o te l  accommodations fo r  a l l  v i s i t i n g  salesmen.  The l a t t e r  
program would l i k e l y  reduce p r o f i t s  whi le  the  former program would 
l i k e l y  not reduce p r o f i t s .  Both programs would be welcome to  s u p p l i e r s ,  
but  s to c k h o ld e r s  would o b j e c t  to  the  program which reduced p r o f i t s .
The emphasis which i s  p laced on p r o f i t s  i s  thus seen as  c r u c i a l
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in  an a n a l y s i s  of the  s o c i a l  r e s p o n s i b i l i t i e s  of b u s in e ss  managers.  I f  
management's so le  s o c i a l  r e s p o n s i b i l i t y  i s  to  maximize p r o f i t s ,  as many 
people  b e l i e v e ,  then  most o th e r  c o n s i d e r a t i o n s  s tand  f o r  naught.  There 
i s  no room l e f t  f o r  a t  l e a s t  those  r e s p o n s i b i l i t i e s  which would r e p r e s e n t  
a r e d u c t io n  in  p o s s ib l e  p r o f i t  f o r  the  s to c k h o ld e r s .  The only hope f o r  
r e c o n c i l i a t i o n  would r e s t  in  the  p o s s i b i l i t y  t h a t  th e  q u es t  fo r  maximum 
p r o f i t  would somehow r e s u l t  in  optimum g a in  f o r  the  o t h e r  groups.  This  
view i s  h o p e fu l ly  held by many; the  r e s u l t s  would lead  to  the  b e s t  
p o s s i b l e  w o r ld .
The f i r s t  s e c t i o n  of t h i s  c h a p te r  w i l l  co n s ide r  the  source of 
a u t h o r i t y  o f  bus in ess  managers,  in  th e  b e l i e f  t h a t  equal  and correspond­
ing r e s p o n s i b i l i t y  i s  owed to  t h a t  so u rc e .  A second s e c t i o n  i s  concerned 
w i th  the  l e g a l  r e s p o n s i b i l i t i e s  of  managers to  s to c k h o ld e r s ,  because 
s o c i a l  r e s p o n s i b i l i t i e s  t h a t  a re  a l s o  l e g a l  r e s p o n s i b i l i t i e s  can be 
en fo rc ed .  I t  w i l l  be seen t h a t  the  o v e r lap  i s  only p a r t i a l .  The f i n a l  
s e c t i o n  of t h i s  c h a p te r  p r e s e n t s  the  t r a d i t i o n a l  view on the  p r o f i t  
motive ,  i n c lu d in g  s u b - s e c t io n s  on (1)  th e  d e f i n i t i o n  of  p r o f i t s ,  (2) the  
r o l e  o f  p r o f i t s ,  (3)  the  dominance o f  the  p r o f i t  m otive ,  (4)  th e  idea  
t h a t  p r o f i t  maximizat ion  i s  s o c i a l l y  b e n e f i c i e n t ,  and (5)  th e  dangers of 
abandoning p r o f i t  maximizat ion as  the  primary b u s in e s s  o b j e c t i v e .
I .  SOURCE OF AUTHORITY OF BUSINESS MANAGERS
In  management, a u t h o r i t y  i s  regarded  a s  the  l e g a l  or  r i g h t f u l  
power, a  r i g h t  to  command or to  a c t .  A r e l a t e d  management p r i n c i p l e  ho lds  
t h a t  the  a u t h o r i t y  needed to  accomplish a g iven  assignment should be
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commensurate w i th  the  r e s p o n s i b i l i t y  to  accomplish t h a t  ass ignment .  Con­
v e r s e l y ,  r e s p o n s i b i l i t y  should be commensurate w i th  a u t h o r i t y  to  command 
or  a c t .  Thus, i f  a b u s in e ss  has the  a u t h o r i t y  to  o p e ra te ,  i t s  r e s p o n s i ­
b i l i t y  ( t o  someone) must be equal  t o  i t s  a u t h o r i t y .  This  r e s u l t  makes 
th e  source of  a u t h o r i t y  im portan t  to  the  s tudy o f  s o c i a l  r e s p o n s i b i l i t i e s .
Formal a u t h o r i t y  t h e o r y . The formal a u t h o r i t y  th eo ry  i s  the most
a cc ep tab le  theory  o f  the  source of m anageria l  a u t h o r i t y .  One v e r s io n  of
the  th eo ry  concludes t h a t  the  a u t h o r i t y  o f  managers flows from s o c i e t y .
The people  p repared  a c o n s t i t u t i o n ,  which may be amended and modif ied  by
th e  w i l l  o f  th e  peo p le .  The c o n s t i t u t i o n  g ua ra n tee s  the  r i g h t  of p r i v a t e
p ro pe r ty  and c o n t r a c t ,  which may be enforced  by law. T h e re fo re ,  a u t h o r i t y
i s  g ran ted  by s o c i e t y  through the  government to  a l lo w  b u s in e s s  f i rms to
be o rgan ized  and to  o p e r a t e . ^
Another v e r s io n  of  th e  formal theo ry  o f  the  source of  a u t h o r i t y  i s
provided by O 'Donnell ,  who rega rd s  the  u l t i m a t e  source as being in h e re n t
in  the  n a tu re  of man. He summarizes h i s  t h e s i s  in  t h i s  way:
(1) Man as  man has n a t u r a l  r i g h t s  de r ived  from th e  law of  mankind 
and from th e  n a t u r a l  law; (2 )  somehow, man has developed a moral 
sense ;  (3) man has always behaved in  an o rgan ized  way and thus  
submits  to  laws and th e  power to  en fo rc e  them; (4)  the  to o l  c re a te d  
fo r  th e  purpose of  deve lop ing  s t a t u t e  law and confi rm ing  n a tu r a l  
law i s  the  s t a t e ;  (5) p a r t  o f  the  l e g a l  system i s  the  law o f  con­
t r a c t  which e s t a b l i s h e s  the  r i g h t  o f  a manager to  command and the  
du ty  of the  managed to  obey; (6)  the  managed have the  power to  
disobey but  the  broad p e n a l t i e s  o f  the  law g e n e r a l l y  prove s u f f i ­
c i e n t ,  a long w i th  the  n a t u r a l  behavio’r  o f  man, to  achieve  obedience ;
*E. P e t e r s e n  and E. G. Plowman, Business O rg a n iza t io n  and Manage­
ment ( f o u r t h  t u i t i o n ;  Homewood, I l l i n o i s :  Richard D. I rw in ,  I n c . ,  1958^, 
pp. 84-85.
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and (7 )  a t  the  extreme, u n i v e r s a l  d i sobed ience  r e s u l t s  in r e v o lu t io n  
which i s  succeeded by an o th e r  l eg a l  system embodying s t a t u t e s  or 
c o n t r a c t  law which i s  approved by th e  c o l l e c t i v e  w i l l  of the  
p e o p le .2
This  ve rs io n  i s  i n t e r e s t i n g  in  t h a t  i t  co n s id e r s  the  source of a u t h o r i t y  
in  g r e a t e r  d e t a i l ,  but  i t  i s  not  g r e a t l y  d i f f e r e n t  from the theory  held 
by P e te r s e n  and Plowman. O'Donnell goes a l l  the  way back t o  the  n a tu re  
of  man, but  t h i s  i s  only one s te p  removed from the  s o c i e ty  l e v e l  
mentioned by P e te r s e n  and Plowman. O'Donnell  immediately reaches  the 
s o c i e t y  l e v e l  o f  d i s c u s s io n  when he p o in t s  out  t h a t  man behaves in  an 
organ ized  way. In  a d d i t i o n  t o  requ irem ents  of the  lega l  system, the  
a u t h o r i t y  of  managers i s  l im i te d  by s o c i a l  custom and o th e r  i n s t i t u t i o n s  
such as lab o r  unions  and banks.  The conc lu s io n  i s  reached t h a t  i t  i s  
s o c i e ty  which g r a n t s  to  b u s in e s s  f i rms the  a u t h o r i t y  to op e ra te  and to  
managers th e  a u t h o r i t y  t o  manage.
Acceptance t h e o r y . Jones d e f in e s  a u t h o r i t y  i n  t h i s  fash ion :
” . . . A u th o r i ty  i s  a su c c e s s f u l  a t tem pt  by one person to  guide the  be -  
hav io r  of ano ther  in  a chosen d i r e c t i o n . "  This d e f i n i t i o n  r e q u i r e s  
consent  o f  the  governed, and ignores  formal a u t h o r i t y .  Barnard,  who i s  
widely known fo r  h i s  acceptance  theory  of the  source of a u t h o r i t y ,  r e g a rd s  
a u t h o r i t y  as  the  c h a r a c t e r  of  a communication which causes  a member of  an 
o r g a n i z a t i o n  to  a ccep t  the  communication and a d ju s t  h i s  behavior  in  the
^Cyri l  O'Donnell ,  "The Source o f  Managerial  A u th o r i ty , "  P o l i t i c a l  
Science  Q u a r t e r l y , XLVII (December, 1952), 588.
^Manley Howe Jones ,  Executive Decis ion  Making (Homewood, I l l i n o i s :  
Richard D. I rw in ,  I n c . ,  1957), p. 133.
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• 4o r g a n iz a t io n .  This o b se rv a t io n  i s  c o r r e c t .  But Barnard goes on to  
s t a t e  t h a t  th e  r e c i p i e n t  of the  conmunication may obey o r  d isobey ,  as he 
chooses .  I f  he d isobeys ,  then the  communication was i ssued  by one with 
no a u t h o r i t y .  I f  he obeys, then the person who i s s u e s  the o rd e r  has 
a u t h o r i t y .  I t  i s  the  r e c i p i e n t  who determines  the  a u t h o r i t y . ^
Haimann o f f e r s  s e v e ra l  c r i t i c i s m s  of  B a rn a rd 's  s t a te m e n ts .  For 
one th in g ,  many of  the  thoughts  included in th e  acceptance  theo ry  apply 
more to  d i s c u s s io n s  of l e a d e r s h ip  than a u t h o r i t y .  Also ,  a su bo rd in a te  
r e a l l y  has l i t t l e  cho ice  in a cc e p t in g  or  r e j e c t i n g  an o r d e r  when the 
p e n a l ty  fo r  r e j e c t i o n  i s  d i s m i s s a l .  In  a d d i t i o n ,  the  power of* the sub­
o r d i n a t e  to  d isobey  does not have the  e f f e c t  of  dep r iv ing  the  su p e r io r  of 
h i s  a u t h o r i t y .  F i n a l l y ,  a manager could  not  o pe ra te  i f  he d i d n ' t  know 
whether or  not  each and every  o rd e r  would be accepted by su b o rd in a te s .
Not to  know would r e s u l t  in  chaos .^
B a r n a r d ' s  accep tance  theo ry  of  th e  source of  a u t h o r i t y  dea ls  
mainly w ith  a u t h o r i t y  w i th in  th e  b u s in e ss  o r g a n i z a t i o n ,  the  a u t h o r i t y  
r e l a t i o n s h i p  between manager and su b o rd in a te .  I f  the  theory  were app l ied  
t o  the  bu s in ess  f i rm as  a u n i t ,  i t  would hold t h a t  th e  f irm would be 
r e s p o n s ib le  on ly  to  t h e  e x t e n t  t h a t  i t  accepted  a u t h o r i t y  in  a given 
a re a .  The a u t h o r i t y  i s  not  forced on th e  f i rm, or  even g ran te d ;  a u t h o r i t y
^Ches te r  I .  Barnard, The Func t ions  of  th e  Executive (Cambridge, 
M assachuse t ts :  Harvard U n iv e rs i ty  P r e s s ,  1940), p. 163.
5I b i d .
^Theo Haimann, P r o f e s s io n a l  Management; Theory and P r a c t i c e  
(Boston;  Houghton M i f f l i n  Company, 1962), p. 42.
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i s  accep ted .  R e s p o n s i b i l i t y  fo l lows the  accep tance .  This  a p p l i c a t i o n  
does not  appear r e l e v a n t  t o  t h i s  a n a l y s i s  of s o c i a l  r e s p o n s i b i l i t i e s .
A r e l a t e d  problem does a r i s e .  I f ,  f o r  one reason  or  an o th e r ,  a 
b us in e ss  f irm un der takes  t o  assume a u t h o r i t y  in  some m a t t e r ,  and, from 
th e  p o in t  of view of  s o c i e ty  s u c c e s s f u l l y  e x e r c i s e s  t h a t  a u t h o r i t y ,  
s o c i e t y  may in  e f f e c t  agree  t h a t  the  f i rm  should have a u t h o r i t y  in  t h a t  
m a t t e r .  This  s t e p  could be,  fo r  i n s t a n c e ,  the  making of f i n a n c i a l  
c o n t r i b u t i o n s  to  e d u c a t io n a l  i n s t i t u t i o n s .  The q u e s t io n  th en  i s  not  so 
much the  source  o f  a u t h o r i t y  as who i n i t i a t e s  the  g r a n t in g  o f  a u t h o r i t y .  
A u th o r i ty  s t i l l  comes u l t i m a t e l y  from s o c i e t y ,  the  f i rm m erely  
f a c i l i t a t e s  i t s  g r a n t in g .
I m p l i c a t i o n s . What i s  the  im p l i c a t i o n  o f  the  conc lu s io n  t h a t  
a u t h o r i t y  i s  u l t i m a t e l y  d e r iv e d  from s o c ie ty ?  F i r s t ,  c o n s id e r  some 
d e f i n i t i o n s  of s o c i e ty  taken  from W ebste r ’s :
S oc ie ty  -  - the  s o c i a l  o r d e r ,  e s p e c i a l l y  as a s t a t e  o r  system
r e s t r i c t i n g  the i n d iv i d u a l ;  one ’ s s o c i a l  environment; 
community l i f e .
-  -  th e  community as an agg rega te  of p e rson s ;  a l l  those
who a re  r e s p o n s ib l e  fo r  the  p r e v a i l i n g  s o c i a l  o r d e r .
-  - an enduring ,  c o -o p e ra t in g  s o c i a l  group so fu n c t io n in g
as to  m a in ta in  i t s e l f  and p e rp e tu a te  the  sp e c i e s ;  a 
community, e s p e c i a l l y  a n a t io n  w ith  r e s p e c t  to  i t s  
t r a d i t i o n s ,  i n s t i t u t i o n s  and c o l l e c t i v e  a c t i v i t i e s  and 
i n t e r e s t s . '
S oc ie ty  i s  seen as  r e s t r i c t i n g  the  in d iv id u a l  and the b u s in e ss  f i rm, 
p a r t i c u l a r l y  through the  machinery of  th e  s t a t e .  S o c ie ty  may be regarded
^Webster 's  New I n t e r n a t i o n a l  D ic t io n a ry  (second e d i t i o n ;  Spr ing­
f i e l d ,  M a ssach u se t t s :  G. & C. Merriam Company, P u b l i s h e r s ,  1934), 
p. 2387.
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as a l l  of the  persons who make up a community, and t h i s  i s  the  sense 
which i s  most widely used when r e f e r r i n g  to  b u s i n e s s ' s  r e s p o n s i b i l i t y  to 
s o c i e t y .  I t  i s  s o c i e ty  which determines the  p r e v a i l i n g  s o c i a l  o rder  and 
the s p e c i f i c  niche of  bus iness  in  i t .  S oc ie ty  seeks to  m ain ta in  i t s e l f  
and to  p e rp e tu a te  the  sp e c ie s ;  any d i s r u p t in g  fo rce s  a re  r e s i s t e d .  I f  
bus iness  begins  to  o pe ra te  a g a in s t  the b e s t  i n t e r e s t s  of  s o c i e t y  i t  w i l l  
be suppressed .
In  the  United S t a t e s ,  r e l a t i v e  freedom of bus iness  e n t e r p r i s e  has 
g e n e r a l ly  been accepted as being in  the  be s t  i n t e r e s t s  of so c ie ty .  The 
r e s u l t s  have not been u n f o r tu n a te .  The p e rsona l  freedoms and m a te r i a l  
s a t i s f a c t i o n s  of the  people of the  United S t a t e s  have been unequaled.
But s o c ie ty  was no t  bound to  choose t h i s  system; o th e r  a l t e r n a t i v e s  were 
a v a i l a b l e  and s t i l l  p re sen t  themselves. There i s  l i t t l e  t h a t  i s  in­
v io la b l e  in  the system; d e s i r a b l e  as i t  i s ,  th e re  i s  no a t t r i b u t e  t h a t
cannot be taken away i f  s o c ie ty  so chooses.
I t  t h e r e f o r e  behooves bus iness  managers to  determine what so c ie ty  
wants,  to i n t e r p r e t  the sometimes b l a t a n t  and sometimes b a re ly  aud ib le
s ig n a l s  of  approval  and d isapprova l  em it ted  by s o c ie ty  through a l l  of  the
groups in  c o n ta c t  with  management. What to  do about a l l  the  in d ic a t io n s  
perceived  w i l l  not  always be an easy d e c i s io n ,  but  the  e f f o r t  needR to be 
made.
I I .  LEGAL RESPONSIBILITIES OF MANAGERS TO STOCKHOLDERS
The law provides  only a p a r t i a l  answer t o  the  q u e s t io n  of what 
r e s p o n s i b i l i t i e s  managers owe to  the  s to c k h o ld e r s .  Legal r e s p o n s i b i l i t i e s
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a re  concerned on ly  with f i n a n c i a l  c o n s i d e r a t i o n s ,  whi le  i t  i s  apparen t  
t h a t  s o c i a l  r e s p o n s i b i l i t i e s  may be const rued  in  c o n s id e ra b ly  more than 
f i n a n c i a l  e x p re s s io n .  S ta te d  simply, the  law r e q u i r e s  t h a t  managers o f  a 
c o rp o r a t io n  conduct  the  a f f a i r s  of the  c o rp o ra t io n  so t h a t  r e t u r n s  on the 
c a p i t a l  in v es ted  by s to c k h o ld e r s  a re  maximized and t h a t  t h a t  c a p i t a l  i s  
p rese rved  i n t a c t .  But the  law does no t  p r o h i b i t  c e r t a i n  a c t io n s  of  a 
s o c i a l l y  r e s p o n s ib l e  n a tu re  even i f  p r o f i t s  to  s to c k h o ld e rs  a re  the reby  
reduced i n  some d eg ree ,  so long as th e s e  a c t io n s  a re  deemed to  be i n  the  
b e s t  long-range  i n t e r e s t s  of  the  c o rp o r a t io n .  Also,  management i s  allowed 
broad leeway in  de te rm in ing  what the  b e s t  i n t e r e s t s  of  the  c o rp o r a t io n  
a r e ,  and the  c o u r t s  have been h e s i t a n t  to  s u b s t i t u t e  i t s  bu s in ess  judg­
ment fo r  t h a t  of  management, p a r t i c u l a r l y  where i t  i s  obvious t h a t  
management has been conducting the b u s in e ss  s u c c e s s f u l l y .
The case  of  Dodge v.  Ford Motor Co. A lead ing  case concerning the 
l eg a l  r e s p o n s i b i l i t i e s  of  management to  s to c k h o ld e rs  i s  t h a t  of  the  Dodge 
B ro th e rs  v. the  Ford Motor Co. Henry Ford planned a la rge  investment  and 
expansion program, a r e d u c t io n  in the  p r i c e  of c a r s ,  and a r e s t r i c t i o n  in 
th e  amount o f  d iv idends  d i s t r i b u t e d .  To t h i s  p o l ic y  the  Dodge b r o th e r s ,  
s to c kh o lde rs  o f  Ford Motor Co., o b j e c te d ,  and brought s u i t .
Ford had s t a t e d :
My ambit ion  i s  to  employ s t i l l  more men, t o  spread the  b e n e f i t s  
o f  t h i s  i n d u s t r i a l  system to  the  g r e a t e s t  p o s s ib l e  number, to help 
them b u i ld  up t h e i r  l i v e s  and t h e i r  homes. To do t h i s  we are  
p u t t i n g  the  g r e a t e s t  share  o f  our p r o f i t s  back in  the  b u s in e s s .
8( 1919) 204 Mich. 459, 170 N. W. 668.
9
I b i d .
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But the  c o u r t  r e q u i r e d  t h a t  d iv id en d s  be p a id ,  d e c l a r i n g :
The d i f f e r e n c e  between an i n c i d e n t a l  hum an i ta r ian  exp en d i tu re  of 
c o rp o ra te  funds fo r  th e  b e n e f i t  o f  the  employees, l i k e  the  b u i ld ­
ing o f  a h o s p i t a l  f o r  t h e i r  use and the  employment o f  agenc ies  
f o r  th e  b e t t e rm e n t  o f  t h e i r  c o n d i t io n ,  and a g e n e ra l  purpose and 
p lan  to  b e n e f i t  mankind a t  the  expense  of  o t h e r s ,  i s  obvious .  . . .
A b u s in e s s  c o rp o r a t io n  i s  o rgan ized  and c a r r i e d  on p r im a r i ly  fo r  
th e  p r o f i t  o f  s t o c k h o ld e r s . The powers of the  d i r e c t o r s  a re  t o  be 
employed f o r  t h a t  end. The d i s c r e t i o n  of  d i r e c t o r s  i s  to  be 
e x e r c i s e d  in  th e  choice  of means to  a t t a i n  t h a t  end and does not  
extend to  a change in  the  end i t s e l f ,  to  th e  r e d u c t io n  o f  p r o f i t s  
or t o  the  n o i w d i s t r i b u t i o n  o f  p r o f i t s  among s to c k h o ld e r s  in  o rd e r  
to  devote  them to  o th e r  p u r p o s e s . 10
M o d i f i c a t io n s  o f  th e  b a s i c  c o n c e p t . This  l e g a l  b a s i s  has been 
a l t e r e d  o r  modif ied  somewhat in  the  years  s in ce  1919, not  so much in  a 
d r a s t i c  fa sh io n  as  in  a g radua l  s h i f t .  C o n t r ib u t io n s  to  c h a r i t a b l e  and 
e d u c a t io n a l  i n s t i t u t i o n s  a re  allowed by law, and the  impact on s h o r t - r u n  
o r  long-run  p r o f i t s  i s  n o t  c l e a r .  This example could be supplemented by 
an almost  e n d le s s  v a r i e t y  of  c o rp o ra te  p o l i c i e s  designed to  se rve  the
pub l ic  i n t e r e s t ,  in  many case s  c l e a r l y  a t  the  expense of  s to c k h o ld e rs .
The c o u r t s  fo r  the  most p a r t  have no t  i n t e r f e r e d ,  thus r e s u l t i n g  in  l eg a l  
approval  o f  s o c i a l l y  r e s p o n s ib l e  a c t s .
To g a in  an idea  of  the  e x te n t  of th e  accep tance  o f  the  making of
c o n t r i b u t i o n s  to  n o n - p r o f i t  groups by c o rp o r a t io n s ,  i t  i s  u s e f u l  to
examine in  d e t a i l  th e  f iv e  a re a s  in  which the  U. S. S te e l  Foundation
makes c o n t r i b u t i o n s .  S p e c i f i c  a c t i v i t i e s  in  each a re a  w i l l  be i n d i c a t e d :
1. S oc ia l  w e l fa re  -  A s s i s t s  l o c a l  c h e s t s  and u n i te d  funds ,  Red
Cross,  S a lv a t io n  Army, the  Boy Scouts o f  America, and v a r io u s
o th e r  groups
l® Ib id .  Bnphas i s  added.
Medicine, h o s p i t a l s  and h e a l th
a.  Aids fundamental  r e s e a rc h  in  overcoming mental i l l n e s s ,  
h e a r t  d i s e a s e ,  and cancer ,  and a s s i s t s  programs r e l a t e d  
to  occu p a t io n a l  i l l n e s s e s
b. Has supported  i n t e g r a t e d  medical  sc ien ces  and ph ys ica l  
sc ience  r e s e a r c h
c.  Encourages t r a i n i n g  in  th e  f i e l d  of nu rs ing
d. Help% f in an c e  the  c o n s t r u c t io n  of h o s p i t a l s
e .  Has supported medical  tea ch in g  and t r a i n i n g  
C u l tu ra l  and community needs
a .  A s s i s t s  slum c le a ra n c e  p r o j e c t s
b. Seeks to  improve c i t i z e n  p a r t i c i p a t i o n  in community 
problems
c.  Helps th e  a t t a c k  on i l l i t e r a c y
d. A s s i s t s  in  the  improvement o f  v o c a t io n a l  s k i l l s
e .  A s s i s t s  s e l e c t e d  a r t  museums and symphony and opera  
s o c i e t i e s
Science and technology
a.  Makes g r a n t s  t o  a s s i s t  the  growth of both  b a s i c  and 
app l ied  human knowledge
b. Has p r o j e c t s  o r  g r a n t  programs in :
(1) The p h y s ic a l  sc ien ces
(2) Peacetime n u c le a r  a p p l i c a t i o n s
(3) New s t u d i e s  in  s p a t i a l ,  s e r i a l ,  and m agni tudina l  
mathematics
(4)  Research on human b eh av io r— s in g ly  and in  teamplay
c.  Supports  s c i e n t i f i c  bodies  of  the  n a t io n  and some abroad
d. Has begun a s s i s t a n c e  to  the  study o f  ocean r e s o u r c e s ,  of 
the  e a r t h ’ s c r u s t ,  and of  th e  p o la r  r eg ions
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5. Aid to e d u ca t io n
a .  Prov ides  a id  to  v i r t u a l l y  every  a c c r e d i t e d  fo u r -y e a r  
p r i v a t e  c o l l e g e  in  the  n a t io n
b. Has a l e a d e r s h i p - i n s t i t u t i o n - a i d  p lan  to  p rov ide  s i g n i f i ­
can t  a s s i s t a n c e  to  g r e a t  p r i v a t e  u n i v e r s i t i e s  on a su s ta in e d  
b a s i s
c .  Helps u n a c c re d i te d  c o l l e g e s  secure  a c c r e d i t a t i o n
d. Helps i n s t i t u t i o n s  to  secure  more a id  from alumni
e .  A s s i s t s  c o l l e g e s  to  u t i l i z e  t h e i r  a v a i l a b l e  r e s ou rces  
through b e t t e r  s c i e n t i f i c  management o f  them
f .  Seeks to  f u r t h e r  s c h o la r s h ip  and e x c e l l e n c e  by o th e r  g r a n t s  
while  encouraging the  p a r a l l e l  growth o f  the  hum an i t ie s  and 
the  sc ie n c e s
g. P rov ides  g ra d u a te - s tu d y  a s s i s t a n c e  to  o u t s t a n d in g  young 
advanced s tu d e n ts
h. A s s i s t s  the  major e d u c a t io n a l  a s s o c i a t i o n s  in  a l e r t i n g  
America to  i t s  e d u c a t io n a l  needs and in  sp read ing  the  
base o f  support
i .  Aids l i b r a r i e s  and suppor ts  r e s e a rc h  l i b r a r y  c e n t e r s
j .  Otherwise forwards th e  use of  b e t t e r  t each ing  methods*1
B er le  and Means c la imed in  1932 t h a t  the  w e l l - d e f in e d  i n t e r e s t s
of  th e  s to c k h o ld e r s  were:  (1)  maximum p r o f i t  compatib le  w i th  a reasonab le
degree of  r i s k ;  (2) d i s t r i b u t i o n  of  as l a rg e  a p ro p o r t io n  of  the  p r o f i t s
as th e  b e s t  i n t e r e s t s  of the  b u s iness  p e rm i t ,  and assurance  of an e q u i -
12t a b l e  d i s t r i b u t i o n ;  and (3)  f r e e l y  m arke tab le  s tock  a t  a f a i r  p r i c e .  A 
b roade r  concern o f  c o rp o r a t io n  d i r e c t o r s  was p re sen ted  by Baker in 1945;
11Ro®er M. Blough, Free Man and the C orpora t ion  (New York; McGraw- 
H i l l  Book Company, I n c . ,  1959}, pp. 114-116.
^ A d o l f  a . B e r le ,  J r .  and Gardiner  C. Means, The Modem Corporat ion  
and P r i v a t e  P rop e r ty  (New York: The Macmillan Company, 1932}, p. 121.
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The e s s e n t i a l  concern of co rp o ra t io n  d i r e c t o r s ,  p a r t i c u l a r l y  in  
our la rg e  c o rp o ra t io n ,  i s  not today, nor should i t  ever  have been, 
merely p r o t e c t i o n  of s tockho lde rs  and t h e i r  i n t e r e s t s .  These 
fu n c t io ns  a re  simply more in evidence than o t h e r s .  The problem i s  
v a s t l y  more important .  I t  i s  the  r e c o n c i l i a t i o n  of p r iv a t e  e n t e r ­
p r i s e  w i th  the  smooth func t ion ing  of  a democratic  s o c ie ty  with  
j u s t i c e  to  a l l  g roups:  s to ck ho ld e rs ,  e x e c u t iv e s ,  employees,
c r e d i t o r s ,  customers,  and the  p u b l i c .  Such a broad concept of  the 
fu n c t io ns  of  d i r e c t o r s  i s  f r e q u e n t ly  overlooked. N ever the less ,  
t h i s  should be the c o n t r ib u t io n  of d i r e c t o r s  in  our n a t io n a l  l i f e .
Probably the  most a ccu ra te  c u r r e n t  leg a l  i n t e r p r e t a t i o n  of the 
r e s p o n s i b i l i t i e s  of managers to  s tockho lde rs  i s  t h a t  managers should be 
concerned mainly w i th  making p r o f i t s  fo r  s tockho lders  and mainta in ing  
t h e i r  inves tments ,  but  th e re  i s  l e f t  some d i s c r e t i o n  fo r  f u l f i l l i n g  
s o c i a l  r e s p o n s i b i l i t i e s .
I I I .  TRADITIONAL VIEW ON THE PROFIT MOTIVE
This s e c t i o n  on p r o f i t s  w i l l  seek answers to  the  q u e s t io n s :  What
are  p r o f i t s ?  What fu n c t io ns  do p r o f i t s  perform? How important  i s  the  
p r o f i t  motive? Will  maximizing p r o f i t s  r e s u l t  in  maximum b e n e f i t  to 
so c ie ty ?  What are  some of the dangers in  abandoning p r o f i t  maximization 
as the  pr imary bus iness  o b je c t iv e ?
What are  p r o f i t s ? E e l I s  and Walton s t a t e :
I t  may f a i r l y  be sa id  of p r o f i t  t h a t  many people  are  a p o log e t ic  
about i t ,  t h a t  most Americans regard  too much of i t  with susp ic ion ,  
t h a t  everybody wants i t ,  and t h a t  no one has ever given a s a t i s f a c ­
to ry  d e f i n i t i o n  of  i t .  I 4*
1 JJohn Calhoun Baker,  D i r e c to r s  and Their  F u n c t io n s : A Pre l im inary  
Study (Boston: Harvard U n iv e rs i ty ,  1945), p. 138.
l**Richard E e l l s  and Clarence Walton, Conceptual Foundations of 
Business (Homewood, I l l i n o i s :  Richard D. I rw in ,  I n c . ,  1961), p. 245.
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To i l l u s t r a t e  some o f  the  v a r i e d  o p in io n s  about p r o f i t s ,  E e l l s  and Walton
%4
quote from Chamberlain:
To th e  b u s in e s s  man a p r o f i t  i s  what i s  l e f t  when he has pa id  h i s  
c o s t s ;  i t  i s  the  d i f f e r e n c e  between red ink and b lack .  To the  econ­
omist  who b e l i e v e s  t h a t  an economic system s t r a i n s  toward e q u i l ib r iu m ,  
p r o f i t  i s  a temporary th in g  which i s  d e s t in e d  to  d i sa p p ea r  whenever 
c o m pe t i t io n  in  a g iven  f i e l d  o f  endeavor has  reached the  p o in t  of  
s a t u r a t i o n .  To a M arx i s t ,  p r o f i t  i s  wrung from the poor by tak ing  
from th e  worker the  " s u r p l u s  va lue"  he c r e a t e s  over and above the 
c o s t  o f  h i s  s u b s i s t e n c e .  And t o  b e l i e v e r s  in  an i l l u s o r y  " p e r f e c t  
com pe t i t ion"  p r o f i t  i s  a m o n o p o l i s t i c  charge which the  p r o p r i e t o r  
o f  a p a t e n t  o r  the  p o sse s so r  o f  some temporary s e c r e t  p i l e s  on top 
o f  the  " n a t u r a l "  p r i c e  which i s  compounded of c o s t s ,  p lu s  the  
"wages" o f  management and the  i n t e r e s t  pa id  ou t  fo r  the  loan of 
c a p i t a l .15
Only th e  f i r s t  of th e s e  i d e a s ,  t h a t  of  p r o f i t s  as th e  excess  of 
r e t u r n s  over c o s t s  as conceived by the  businessman, has s i g n i f i c a n c e  to  
t h i s  s tu d y .  I t  c l o s e l y  co rresponds  with  what accoun tan ts  rega rd  as 
p r o f i t s .  P r o f i t s  a r e  the  r e s i d u a l  r e t u r n  to  e n t r e p r e n e u r s h i p ;  u n l ik e  the  
o th e r  f a c t o r a l  r e t u r n s ,  p r o f i t s  a re  not c o n t r a c t u a l l y  de te rm ined .  P r o f i t s  
a re  t h a t  share  of income which se rv es  as  a reward f o r  r i s k , a n d  a re  the  
causa l  f a c t o r  i n  the  co m p e t i t iv e  system: p r o f i t s  a re  the  a n t i c i p a t e d
r a t e  of r e t u r n  which i s  necessa ry  t o  encourage e n t r e p r e n e u r s  to under­
take  p ro d u c t io n .
Role o f  p r o f i t s . Many s ta tem en ts  have been made o f  the  u s e f u l  
f u n c t io n s  which p r o f i t s  3erve .  Gordon, f o r  i n s t a n c e ,  holds t h a t  p r o f i t s  
serve  two f u n c t i o n s :  (1 )  p r o f i t s  a re  the  fundamental c r i t e r i o n  in
*^John Chamberlain,  The Roots o f  C a p i ta l i sm  ( P r in c e to n :  D. Van 
Nostrand Co.,  1959), p . 125.
*^Frank D. Graham, S o c ia l  Goals and Economic I n s t i t u t i o n s  
( P r in c e to n :  P r in c e to n  U n iv e r s i ty  P r e s s ,  19U2), p. 61.
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measuring the  d e s i r a b i l i t y  o f  p o s s ib l e  l i n e s  o f  a c t io n ,  and (2) p r o f i t s
a r e  an in c e n t iv e  to  p r o f i t - r e c e i v e r s  to  perform some needed economic
f u n c t io n .  ' P r o f i t s  a re  a l s o  used as a measure of  b u s in e ss  e f f i c i e n c y :
"The main t e s t  of t e c h n i c a l  p r o f i c i e n c y  in  American democracy r e s i d e s  in
18the  p r o f i t  the  e n t e r p r i s e  e a r n s . "  P r o f i t s  not  d i s t r i b u t e d  as d iv idends  
may be used to  supplement the  c a p i t a l  funds o f  the  b u s in e s s  i n s t i t u t i o n ,  
w i th  d i s p o s i t i o n  f o r  a v a r i e t y  of purposes ;  r e d u c t io n  of  deb t ,  inc reased  
working c a p i t a l ,  in v en to ry  o r  p l a n t  expansion ,  inc reased  accounts  re ­
c e iv a b le ,  and many o th e r  u ses .  I n  s h o r t ,  p r o f i t s  p lay  a dynamic and v i t a l  
r o l e  in the  economy of the  United S t a t e s .
Dominance o f  the  p r o f i t  motive .  Few people  would deny the  supreme
p o s i t i o n  held by th e  p r o f i t  motive as the  prime mover o f  economic
a c t i v i t y  in  America.  "P ro f i t -m a k in g  has always been the  s t r o n g e s t  fo rce
f lowing through th e  f r e e  e n t e r p r i s e  system and i t  i s  s t i l l  the  main goad
19to  e f f i c i e n c y  and accomplishment ."  In  l a rg e  i n s t i t u t i o n s ,  s t a t u s ,  
s e c u r i t y ,  p r e s t i g e ,  and r e c o g n i t i o n  fo r  loya l  s e r v i c e  a re  a l s o  o f  g r e a t  
importance. Chapter V w i l l  t r e a t  th ese  s u b je c t s  in  g r e a t e r  d e t a i l .
S t i g l e r  recog n izes  these  o t h e r  goa ls  but  f in d s  t h a t  economic 
a n a l y s i s  r e q u i r e s  c o n c e n t r a t i o n  on p r o f i t  maximization as the  dominant
^^Robert Aaron Gordon, Business  Leadership  in the  Large Corpora t ion  
(Washington, D. C . : The Brookings I n s t i t u t i o n ,  1945), p. 336.
*®Sylvia Kopald Selekman and Benjamin M. Selekman, Power and 
M o ra l i ty  in  a Business  S o c ie ty  (New York; McGrav^-Hill Book Company, 1956),
p . 62.
I Q
^Marshall E. Dimock, Free  E n te r p r i s e  and the A d m in is t ra t iv e  
S t a te  ( U n iv e r s i ty ,  Alabamam: U n iv e rs i ty  o f  Alabama P r e s s ,  1951), p. 26.
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o b j e c t i v e  o f  b u s in e ss  e n t e r p r i s e .  The o t h e r  goals  a re  ignored:
In  o rd e r  to  p r e d i c t  how f i rms w i l l  behave, we must know what t h e i r  
owners seek. The e n t r e p re n e u r  could have, and h i s t o r i c a l l y  has 
had, very  d iv e r s e  g o a l s :  t o  be h i s  own boss ,  to  m ain ta in  a c u s to ­
mary s tandard  o f  l i v i n g ,  to  o b ta in  money and economic power, to  
o b t a in  p o l i t i c a l  power, e t c .  . . .  No economist would deny t h a t  a l l  
e n t r e p r e n e u r s  a re  s u b j e c t  a l s o  t o  o th e r  d e s i r e s  t h a t  may c o n f l i c t  
w i th  p r o f i t  maximizat ion,  nor even t h a t  some of  these  o th e r  fo rce s  
may be widespread and im por tan t .  Ra ther ,  the  p o s i t i o n  i s  t h a t  
p r o f i t  maximizat ion i s  the  s t r o n g e s t ,  the  most u n i v e r s a l ,  and the 
most p e r s i s t e n t  o f  the  f o rc e s  governing e n t r e p r e n e u r i a l  b e h a v i o r . ^
In o th e r  words, i f  i t  were ne ce ssa ry  to  a t t r i b u t e  one and only one b u s i ­
ness o b j e c t i v e  to  managers , the  b e s t  choice  would be p r o f i t  maximization.  
This  i s  the  choice  in  most economic a n a l y s i s .
Ber le  p r e s e n t s  a b r i e f  ske tch  of  n in e t e e n th  cen tu ry  theory
concerning the  p r o f i t  m otive ,  and commends t h i s  th eo ry  by s t a t i n g :
As in  the  case  of  most s a n c t i f i e d  t h e o r i e s ,  t h e r e  was a good dea l
of  t r u t h  in h e re n t  in  i t s  p r o p o s i t i o n s .  Business  e n t e r p r i s e s ,  i n d i ­
v idua l  o r  c o rp o r a te ,  do seek p r o f i t s .  They do l i k e  to make as much 
money as they  can.  They do not  go i n t o  p r o j e c t s  which o f f e r  only 
p ro sp e c t s  o f  l o s s .  They withdraw from lo s in g  ven tu re s  as soon as 
they rea son ab ly  can. In  any l i n e  of  a c t i v i t y ,  they  take those  s te p s  
and do those  t h in g s  which tend  to  maximize t h e i r  p r o f i t .  Without 
t h a t  motive ,  a p o l i t i c a l  economic system which r e l i e s  on a p r i v a t e l y  
owned and p r i v a t e l y  o p e ra ted  mechanism fo r  p roduc t ion  and d i s t r i b u ­
t i o n  would probably  break down. By t h e  law of  i t s  be ing ,  p r i v a t e  
e n t e r p r i s e  must a t  l e a s t  break even to con t inue  in  o p e ra t io n  a t  a l l .  
I t  must have a t  l e a s t  a modest p r o f i t  in o rd e r  to  expand as  the  
p o p u la t io n  and i t s  market  expand, to  p io n ee r  new f i e l d s ,  e i t h e r  
g e o g ra p h ic a l ly  (as  the  g r e a t  o i l  companies do in e x p lo r a t i o n )  or 
t e c h n i c a l l y  (as  e l e c t r o n i c  companies do in d i s t a n t  r e s e a r c h ) .  There 
p r o f i t s  must be more than  m odes t .21
To t h i s  e x t e n t ,  the  p r o f i t  motive i s  v a l i d .  But Ber le  p o in t s  out  two
f a u l t s  in the  th e o r y :  (1) the  process  o f  p ro d u c t io n  doeB not always
20(jeorge J .  S t i g l e r ,  The Theory of P r i c e  ( r e v i s e d  e d i t i o n ;  New 
York: The Macmillan Company, 1952*), pp. 148-49.
91**Adolf A. B e r le ,  J r . ,  The American Economic Republic  (New York; 
H arcour t ,  Brace & World, I n c . ,  1963), pp. 77-78.
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g en e ra te  enough d i s t r i b u t i o n  to  provide a market  f o r  a l l  the  goods to  be
produced ( S a y ' s  Law does not  work), and (2)  the  c o s t s  are  too g r e a t  in
2 2w a i t in g  fo r  au tom at ic  mechanisms to b r ing  about the  d e s i r e d  ba lance .
The t r a d i t i o n a l  view i s  t h a t  b u s in e ss  must, and does in  f a c t ,
a t tem pt  to  maximize i t 9  p r o f i t s .  Friedman w r i t e s  t h a t ,  in  a f r e e  economy,
. . . There i s  one and on ly  one s o c i a l  r e s p o n s i b i l i t y  o f  b u s in e s s - -  
t o  use i t s  r e s o u rc e s  and engage in  a c t i v i t i e s  designed to  in c re a s e  
i t s  p r o f i t s  so long as i t  s t a y s  w i th in  the  r u l e s  of  the  game, which 
i s  to  say,  engages in open and f r e e  com p e t i t io n ,  w i thou t  decep t ion
o r  f r a u d . 23
But a l l  b u s in e ss  does not  o p e ra te  in f r e e  and open c o m p e t i t ion .  As has 
been p o in ted  o u t ,  i f  t h e r e  were only  f r e e  and open com pe t i t io n ,  b us iness  
would have no choice  but to  a t tem pt  to  maximize p r o f i t s  in  o rd e r  to  
su rv iv e .  The f u l l  e x p l o i t a t i o n  of  monopoly e lements  cannot be adjudged 
to  be in the  b e s t  i n t e r e s t s  o f  s o c i e ty .
Maximization s o c i a l l y  b e n e f i c e n t . A simple , o ld ,  and i d e a l i s t i c
b e l i e f  i s  t h a t  by a t t em p t in g  to  maximize p r o f i t s ,  s o c i e t y  i s  the reby  b e s t
t r e a t e d ;  b e t t e r  t r e a t e d ,  in  f a c t ,  than  i f  the  e f f o r t  were co n sc io u s ly
made to  b e n e f i t  s o c i e t y .  This i s  the  " i n v i s i b l e  hand" of  Adam Smith.
I t  has been put  t h i s  say:
I f  power i s  a n e c e s s i t y  to  m a in ta in  and in c re ase  our s tandard  of
l i v i n g ,  managements  f i r s t  r e s p o n s i b i l i t y  must always be to m a in ta in  
the  e n t e r p r i s e  in  good economic h e a l t h .  . . Thus, s e l f - i n t e r e s t  pu ts  
a premium on managerial  competence and e f f e c t i v e n e s s ,  so t h a t  in  the  
end, while  some i n d iv i d u a l s  and even c e r t a i n  communities may be
22I b i d . , pp. 77-81.
^^Milton Friedman, C a p i t a l  ism and Freedom (Chicago: The U n iv e rs i ty  
o f  Chicago P re s s ,  1962), p. 133.
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adverse ly  a f f e c t e d ,  the  power e x e rc is ed  i s  more l i k e l y  over the 
long run to  b r in g  the b e s t  r e s u l t s  to  the  whole s o c i e ty  by making 
p o s s ib l e  i n c re a s in g  wealth and w e l l - b e in g . ^
Adam Smith has w r i t t e n  t h a t  an in d iv id u a l ,  by pursuing h i s  own i n t e r e s t ,
. . f r e q u e n t ly  promotes t h a t  o f  the  s o c ie ty  more e f f e c t u a l l y  than when 
he r e a l l y  in tends  to  promote i t . '
These views i l l u s t r a t e  the  widely held  b e l i e f  t h a t  b e n e f i t s  to 
s o c ie ty  w i l l  flow n a t u r a l l y  from the  p r i v a t e  seeking of p r o f i t s .  A con­
comitant  conc lus ion  i s  t h a t  s o c i a l  r e s p o n s i b i l i t i e s  can be accepted and 
f u l f i l l e d  only  i f  bus iness  o pe ra t io n s  have been p r o f i t a b l e ;  t h a t  i s ,  
p r o f i t s  must precede any s o c i a l l y  d e s i r a b l e  a c t io n s  on the p a r t  o f  the
b us in ess  e n t e r p r i s e .  " C e r t a in ly  th e  pr imary economic o b j e c t i v e s  of b u s i -
25ness  must come f i r s t ,  e l s e  bus iness  w i l l  lose  i t s  reason fo r  e x i s t e n c e . "
P r o f i t s  a re  thus f r e q u e n t ly  placed f i r s t  as a bus iness  o b je c t iv e ,
sometimes to  the  exc lus ion  of  any o th e r  o b j e c t i v e s ,  but more t y p i c a l l y  in
some s o r t  of  p r i o r i t y  r a t i n g ,  as i n  the fo l lowing s ta tem en t :
Our fu n c t io n  i s  an economic one, and we have a very d i r e c t  
r e s p o n s i b i l i t y  to  c a r r y  out t h a t  fu nc t io n  j u s t  as ably  as  we 
poss ib ly  can. Our s o c i a l  r e s p o n s i b i l i t i e s  a re  p a r t  o f  the  package, 
but they  a re  i n d i r e c t .  Unless they  a re  p rop er ly  eva lua ted  in 
terms o f  our b as ic  fu nc t io n ,  they  become a s o r t  of h i t c h h i k e r .
The main p o in t  i s  t h i s :  Only so long as we do a good job in
meeting our economic r e s p o n s i b i l i t y  a re  we going to  be ab le  to 
d ischarge  our s o c ia l  r e s p o n s i b i l i t i e s .  Any a c t i v i t y  labe led  
" s o c i a l  r e s p o n s i b i l i t i e s "  must be judged in  terms of whether i t  
i s  somehow b e n e f i c i a l  to  the immediate or  long-range w e lfa re  of
the b u s i n e s s . 26
24Selekman and Selekman, oj>. c i t . , pp. 65-66.
2^Keith Davis,  "Can Business Afford To Ignore  Soc ia l  Respons ib i l ­
i t i e s ? "  C a l i f o r n i a  Management Review, I I  (Spr ing ,  i960) ,  73.
2 6Leland I .  Doan, "Fundamental Role of  Business I s  To Operate 
P r o f i t a b l y , "  Commercial and F in a n c ia l  Chronicle ,  CLXXXVI ( Ju ly  18, 1957), 
286.
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Chamberlain r ega rds  the  problem as even s im p le r :
The n o t io n  o f  a f i r m ’ s pursuing  m u l t i p l e  o b j e c t i v e s ,  o f  which 
p r o f i t  i s  on ly  one, w i th  o th e r s  be ing  a c t u a l l y  i n c o n s i s t e n t  wi th  
o r  com p e t i t iv e  to  the  p r o f i t  d r i v e ,  has probably  been overdone.
There i s  no a p r i o r i  reason why high p r o f i t  should be i n c o n s i s t e n t  
w i th  most o th e r  g o a l s .  In  f a c t ,  more o f t e n  than  not  p r o f i t a b i l i t y  
f a c i l i t a t e s  r a t h e r  than  impedes th e  achievement  of  o t h e r  o b j e c t i v e s .
Low p r o f i t  r e a l i z a t i o n  i s  very seldom e x p la in a b le  by m u l t i p l e  
management g o a l s .  I t  i s  probably  more c o n s i s t e n t  w i th  poor manage­
ment, f a i l i n g  t o  achieve  the  p r o f i t  which i t  would l i k e  to  ach ieve ,  
than w i th  good management d iv e r t e d  i n to  pa ths  o f  seeking o b j e c t i v e s  
o th e r  than o r  in  a d d i t i o n  to  p r o f i t .
Chamberlain has a l s o  p re sen ted  an i n t e r e s t i n g  c l a s s i f i c a t i o n  
system of the  g o a ls ,  in  a d d i t i o n  to  p r o f i t s ,  of  a f i rm .  Inc luded  are  
concom itan t ,  s u b s id i a r y ,  and a n t e r i o r  g o a l s .  Concomitant goa ls  a re  those  
goalB m ain ta ined  j o i n t l y  w ith  the  p r o f i t  o b j e c t i v e ,  even though viewed as 
su b o rd in a te  to  i t .  Three examples given a r e :  (1) e s t a b l i s h m e n t  or
maintenance of  a  r e p u t a t i o n  fo r  q u a l i t y ,  (2)  a t t e n t i o n  to  employee w e l fa re ,  
and (3) c o n t r o l  of an i d e n t i f i e d  share  of the  m arket .  This l a s t  ob jec ­
t i v e  p r e s e n t s  some d i f f i c u l t i e s :  (1 )  the  d e te rm in a t io n  o f  j u s t  what the
market  i s  may be d i f f i c u l t ,  (2) too  v igorous p u r s u i t  of a g iven share  of  
the  market  may j eo p a rd iz e  p r o f i t s ,  and (3 )  success  in  the  accomplishment 
of th e  o b j e c t i v e  may lead to  a n t i t r u s t  a c t i o n .  This  d i s c u s s io n  r e f u t e s  
th e  apparen t  conc lus ion  of the  above q u o ta t io n  from Chamberlain, bu t  a 
more c a r e f u l  read ing  r e v e a l s  t h a t  the  q u o ta t io n  i s  merely l e s s  p r e c i s e .
S u bs id ia ry  goa ls  a re  those  goa ls  d e r iv in g  from the  p r o f i t  motive ,  
and in c lu d e  such g oa ls  a s ;  (1)  r e a l i z a t i o n  of the  budget,  (2) s h o r t - r u n  
o b j e c t i v e s  whose achievement  i s  s u f f i c i e n t l y  in  doubt t h a t  they have not
27Neil  W, Chamberlain, The F i rm ; Micro-Economic Planning  and 
Act ion  (New York: McGraw-Hill Book Company, I n c . ,  1962), p. 75.
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a c t u a l l y  e n te re d  in to  budget p lanning ,  and (3) goa ls  s e t  f o r  u n i t s  o f  the 
company, such as r e t u r n  on investment  and, most common, s a l e s  quotas  for  
marketing d i v i s i o n s .
A n te r io r  goals  a re  the  reasons  why p r o f i t  i t s e l f  i s  sought.  
Chamberlain minimizes the  n e c e s s i t y  fo r  managers in  a p u b l i c l y  held 
c o rp o r a t io n  to  make a su p e r io r  p r o f i t  to  s a t i s f y  s to c k h o ld e rs  in  o rder  
to  r e t a i n  t h e i r  job s .  I n s t e a d ,  the  reasons  fo r  seeking p r o f i t s  a r e :
(1) p le a su re  in  b e t t e r i n g  p r i o r  performances ( d o l l a r s  c o n s t i t u t e  the 
u n i t s  by which b u s iness  performances a re  measured and compared), (2 )  
growth fo r  i t s  own sake ( c a l l e d  the  Napoleonic complex; the  managers who 
su b sc r ib e  to  t h i s  d o c t r i n e  a re  the  c r e a t o r s ,  the  doers ,  th e  empire 
b u i l d e r s ,  and the  dream ers) ,  and (3)  a t ta in m en t  of s p e c i f i c  but  grandiose  
achievements ,  such as  a c o rp o ra te  complex, bold and im agina t ive  con­
ce p t io n s ,  a r c h i t e c t u r a l  achievements ,  and th e  overcoming of  s p e c i f i c
2ftproduct ion  o r  e n g in ee r in g  c h a l le n g e s .
Chamberlain has seen too l i t t l e  s i g n i f i c a n c e  in  the p o s s i b i l i t y  
t h a t  o th e r  goa ls  can c o n f l i c t  w i th  p r o f i t  maximizat ion .  In  any g iven 
company, the  p o s s i b i l i t y  o f  c o n f l i c t  i s  more l ik e  a c e r t a i n t y .  What i s  a 
more r e a l i s t i c  conc lus ion  i s  t h a t  o the r  g o a ls  do not  p reven t  the  a t t a i n ­
ment o f  a l e s s  than  maximum p r o f i t  which may be q u i t e  s a t i s f a c t o r y  to  a l l  
concerned, and i t  i s  indeed t h i s  p r o f i t  which makes the  a t ta in m en t  of 
c e r t a i n  o th e r  go a ls  p o s s ib l e .  But i t  cannot be sa id  t h a t  th e  a t ta inm en t  
of maximum, or  even very h igh ,  p r o f i t s  makes i t  p o s s ib l e  fo r  the firm to
2® I b i d . ,  p p .  6 6 - 7  3 .
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reach  o th e r  o b j e c t i v e s .  I t  i s  more a c c u ra te  to  say t h a t  i f  c e r t a i n  o th e r
o b j e c t i v e s  a re  a t t a i n e d ,  p r o f i t s  w i l l  not  be maximized.
Dangers of abandoning p r o f i t  m ax im iza t ion . Most of the  o b je c t io n s
to  abandoning s t r i c t  p r o f i t  maximizat ion as the  o b j e c t i v e  o f  bus iness  a re
in h e re n t  in  th e  reasons  fo r  adher ing  to  t h a t  o b j e c t i v e .  C e r ta in  o f  these
reasons  have been d i s c u s se d  above. In  a d d i t i o n ,  c e r t a i n  o t h e r  s p e c i f i c
o b je c t i o n s  w i l l  be po in ted  out  in  t h i s  s e c t i o n .
P r o f i t  maximizat ion as a bu s in ess  o b j e c t i v e  i s  r e l a t i v e l y  c o n c re te .
When q u e s t io n s  o f  s o c i a l  r e s p o n s i b i l i t y ,  e t h i c a l  v a lu e s ,  and human worth
a re  r a i s e d ,  answers become c o n s id e ra b ly  more e l u s i v e .  Who i s  to  decide?
I f  i t  remains p a r t  of  th e  a d m i n i s t r a t o r ’ s ta sk  in  each e n t e r p r i s e  
always to  keep c o s t s  low and p r o f i t s  h igh ,  the e f f o r t  irmnediately 
invo lves  him in  t e c h n ic a l  d e c i s io n s  t h a t  in the ve ry  n a tu re  of  
th in g s  cannot be p r e c i s e .  For how low i s  low, i f  c o s t s  are  
measured, not  by the  monetary f a c t o r  a lo n e ,  but  by t e s t s  of eco­
nomic soundness ,  of s o c i a l  r e s p o n s i b i l i t y ,  of e th ica l -hum an
v a l u e s ? ^
The au th o rs  conclude t h a t :
. . .  I t  remains u n re a l  and im p r a c t i c a l  to  expec t  a c o rp o ra t io n  to  
o pe ra te  w i th  equal  p r o f i c i e n c y  as a t e c h n ic a l  to o l  m o b i l i z in g  
economic and s c i e n t i f i c  power to  produce goods and s e r v i c e s  and as 
a s o c i a l  i n s t i t u t i o n  w i th  human beings depending upon i t  b o th  in ­
s id e  and o u t s id e  i t s  g a t e s . 30
The c o rp o r a t io n  must c o n c e n t r a te  on i t s  economic o b j e c t i v e s ,  and hope 
t h a t ,  in  g e n e r a l ,  and over the  long run ,  s o c i e ty  w i l l  be b e s t  served.  
Again, o th e r  o b j e c t i v e s  a re  reached i n c i d e n t a l l y ,  i f  a t  a l l .  The corpo­
r a t i o n  must not  a c t  as a s o c i a l  i n s t i t u t i o n  because t h i s  i s  not  i t s
29Selekman and Selkeman, o£. c i t . ,  p. 62.
30I b i d . , p .  6 5 .
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purpose and the  c o rp o r a t io n  i s  not  p r o f i c i e n t  in  c a r ry in g  out  t h i s  r o l e .
Some commentators have sensed a renewed power o f  s to c k h o ld e rs ,  
which, i f  t r u e ,  would cause management to  d i r e c t  more a t t e n t i o n  to  the  
wishes o f  s to c k h o ld e r s ,  inc lu d in g  a g r e a t e r  d e d ic a t i o n  to  p r o f i t  maximi­
z a t io n .  B u r r e l l  g iv e s  as some of the  reasons  fo r  t h i s  change: (1)  the
a c t io n  o f  the  S e c u r i t i e s  and Exchange Commission caus ing  a f a i r  p r e s e n t a ­
t i o n  o f  i s su e s  to  s toc k h o ld e rs  f o r  d e c i s i o n ,  (2) the  n e c e s s i t y  o f  going 
to  the  s to c k h o ld e r s  fo r  funds fo r  c a p i t a l  expansion,  and (3)  the  a c t i v i ­
t i e s  of  " s to c k h o ld e r  r e p r e s e n t a t i v e s , "  such as  Lewis D. G i l b e r t  and h i s
b r o t h e r ,  John J .  G i l b e r t ,  who p r e s e n t  the  s to c k h o ld e r s '  v iewpoint  a t
31s to c k h o ld e r  m ee t ings .
B u r r e l l  s t a t e s  t h a t  a " s to c k h o ld e r  movement" has been developing 
in  r e c e n t  years  w ith  a s o r t  of p la t fo rm  of  good management behav io r  r e ­
ga rd ing  s to c k h o ld e r s .  Some of  the  p l a t f o r m ' s  p lanks i n d i c a t e  where 
improvement i s  d e s i r e d ;
1. A l l  d i r e c t o r s  e l e c t e d  annua l ly  by cumulative vo t ing .
2. Annual m eeting  of  s to c k h o ld e rs  he ld  in a convenient  lo c a t io n  
w i th  an o c c a s io n a l  r e g io n a l  meeting.
3. A m a j o r i t y  of  d i r e c t o r s  independent o f  management.
4. D i r e c to r s  to m a in ta in  a r ea so n ab le  ownership i n t e r e s t  in the 
company.
5. E le c t io n  of a u d i t o r s  by s to c k h o ld e r s .
6 . Order ly  conduct  of sha reh o ld e r  m ee t ings ,  no curb ing  o f  f ree  
speech— p o s t  meeting r e p o r t s  when p o s s ib l e .
310. K. B u r r e l l ,  " C o r p o r a t io n ' s  R e la t i o n s h ip  With I t s  Owner- 
S to c k h o ld e r s , "  Commercial and F in a n c ia l  C hron ic le ,  CLXXXVIII (August 14, 
1958), 603.
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7. Reasonable e x ecu t iv e  compensation geared to  performance and 
s u b j e c t  to  review by independent  d i r e c t o r s  or s to c k h o ld e r s .
8 . No waiver of p re-em ptive  r i g h t s .
9. No " s i d e  d e a l s "  o r  s e l f  d e a l in g  between th e  c o rp o r a t io n  and 
management.
10. Fu l l  d i s c l o s u r e .
11. Some p a r t i a l  reimbursement from c o rp o ra te  funds of  the  lo s in g  
s i d e ' s  c o s t s  in  a proxy c o n te s t  where a s u b s t a n t i a l  i s s u e  has 
been p re sen ted  and the  lo s in g  s id e  p o l le d  a s u b s t a n t i a l  v o t e . ^
Not a l l  t h e se  improvements concern p r o f i t  maximizat ion d i r e c t l y ,  bu t  the
l i s t  p r e s e n t s  an e x c e l l e n t  summary of  what many s to c k h o ld e r s  d e s i r e  from
management. The e f f e c t  of the  g r a n t i n g  of  a l l  t h e se  wishes  would be to
place  c o n s id e ra b ly  more c o n t r o l  in the hands o f  s to c k h o ld e rs  and to
b r ing  about a p a r t i a l  r e t u r n  to  the  s to c k ho ld e r  c o n t r o l  u s u a l ly  in e f f e c t
in  a new or c losed  c o rp o r a t io n .  I f  s to c k h o ld e r s  were ab le  e f f e c t i v e l y  to
u t i l i z e  t h e i r  in c reased  power from such changes,  i t  i s  l i k e l y  t h a t  any
s o c i a l  r e s p o n s i b i l i t i e s  which r e q u i r e  a red u c t io n  in  p r o f i t s  would go
want ing ,  fo r  the  most p a r t .  Management would have much l e s s  leeway in
d ec id in g  which s o c i a l  r e s p o n s i b i l i t i e s  would be met and to  what e x t e n t .
Friedman s t r o n g l y  o b j e c t s  to  th e  n o t io n  t h a t  b u s in e ss  has any 
s o c i a l  r e s p o n s i b i l i t i e s  o th e r  than to  maximize p r o f i t s .  His c o n c lu s ion  
i s  f i rm ,  and a l lows of  no v a r i a n c e :
Few t ren ds  could so thoroughly  undermine the very  foundat ions  of  
our f r e e  s o c i e ty  as the  accep tance  by c o rp o ra te  o f f i c i a l s  of  a 
s o c i a l  r e s p o n s i b i l i t y  o t h e r  than  to  make as much money fo r  t h e i r  
s to c kh o lde rs  as p o s s ib l e .  This  i s  a fundamenta l ly  subvers ive  doc­
t r i n e .  I f  businessmen do have a so c i a l  r e s p o n s i b i l i t y  o th e r  than 
making maximum p r o f i t s  f o r  s to c k h o ld e r s ,  how a re  they  to  know what
32I b i d .
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i t  i s ?  Can they  decide  how g r e a t  a burden they  a re  j u s t i f i e d  in  
p l a c in g  on them selves  o r  t h e i r  s to c k h o ld e r s  to  se rve  t h a t  s o c i a l  
i n t e r e s t ?  I s  i t  t o l e r a b l e  t h a t  th e se  p u b l ic  fu n c t io n s  of  t a x a t i o n ,  
e x p e n d i tu re ,  and c o n t r o l  be e x e r c i s e d  by the  people  who happen a t  
th e  moment to  be in  charge o f  p a r t i c u l a r  e n t e r p r i s e s ,  chosen f o r  
those  p o s t s  by s t r i c t l y  p r i v a t e  groups? I f  businessmen are  c i v i l  
s e r v a n t s  r a t h e r  than  the  employees of  t h e i r  s to c k h o ld e r s  then  in  a 
democracy they w i l l ,  sooner o r  l a t e r ,  be chosen by the p u b l ic  
tech n iq u e s  of e l e c t i o n  and a p p o in tm e n t .^3
F u r th e r  accep tance  o f  s o c i a l  r e s p o n s i b i l i t i e s  by b u s in e ss  managers 
w i l l  d e f i n i t e l y  change th e  f r e e  e n t e r p r i s e  system. But t h i s  i s  only one 
o f  many changes which have been tak ing  p l a c e ,  and c e r t a i n l y  i s  not  the  
change most d e s t r u c t i v e  of  any f r e e  e n t e r p r i s e  model. Business  managers 
a r e ,  in  f a c t ,  a cc e p t in g  more r e s p o n s i b i l i t i e s ,  t a l k i n g  and w r i t i n g  about 
them, and spending money on them. Decis ions  about s o c i a l  r e s p o n s i b i l i t i e s  
a r e  a d m i t te d ly  d i f f i c u l t ,  bu t  they a re  being  made. Many companies even 
have e x a c t in g ,  d e t a i l e d  programs e s t a b l i s h e d  fo r  making c h a r i t a b l e  c o n t r i ­
b u t io n s .  C o n t r ib u t io n s  a re  sound in law, in c lu d ing  income t a x a t i o n  law. 
And why should anyone q u e s t io n  the  a c c id e n ta l  power o f  e x i s t i n g  managers 
in  t h i s  one r e s p e c t ?  I f  i t  i s  a c c id e n ta l  or  t r a n s i t o r y  he re ,  i s  i t  not  
th e  sane in  a l l  the  many o t h e r  a re a s  o f  the  system in  which management 
has such a major in f lu e n c e ?  Most managers a r e  probably  proud of  the  
s e l e c t i o n  p ro c e ss  which p laced  them in  t h e i r  p o s i t i o n s .  To the  o b j e c t i o n
which c la ims t h a t  managers may wel l  become appoin ted  or  e l e c t e d  c i v i l
s e r v a n t s ,  e x a c t l y  the  o p p o s i t e  rea so n ing  may be a p p l i e d :  I t  i s  to p reven t
th e  assumption by the  government of the  r e s p o n s i b i l i t i e s  in  q u e s t io n  t h a t
some managements take th e  i n i t i a t i v e .  The idea  i s  t h a t  i f  b u s in e s s  does 
not  s t e p  in  to  meet the  r e s p o n s i b i l i t i e s ,  the  government w i l l .
33Friedman, oj>. c i t . , pp. 133-34.
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Another s t ron g  p r o t e s t  a g a in s t  b u s in e s s  assuming any s o c i a l  respon­
s i b i l i t i e s  has been voiced  by L e v i t t ,  who b e l i e v e s  t h a t  b u s in e ss  has only  
two r e s p o n s i b i l i t i e s — to  obey the  canons of everyday c i v i l i t y  (hones ty ,  
good f a i t h ,  e t c . )  and to  seek m a t e r i a l  g a in .  According to  L e v i t t ,  b u s i ­
nessmen have assumed a dangerous pose r e g a rd in g  t h e i r  r e s p o n s i b i l i t i e s  
in  human w e l fa re ,  p o l i t i c s ,  and s o c i e t y .  They not  only say they  have 
r e s p o n s i b i l i t i e s ;  they b e l i e v e  i t .  The danger comes from the c o rp o ra t io n  
tu rn in g  in to  a m o n o l i th ic  in f lu e n c e ,  a  very  s t ro n g  and e f f i c i e n t  one.
No kind of  m on o l i th ic  s o c i e ty  i s  d e s i r e d ,  even one led by well-meaning 
c o rp o r a t io n s .  These c o rp o r a t io n s  would c l o s e l y  resemble each o t h e r ,  and 
p r e s e n t  a  u n i f i e d  f r o n t , - p r e o c c u p i e d  w i th  every  hum an i ta r ian  task  of 
s o c i e t y ,  and the  p r o f i t  motive would be sub l im a ted .
L e v i t t  b e l i e v e s  t h a t  the  b roader  r e s p o n s i b i l i t i e s  must be assumed 
by th e  government and the  un ion ,  i n s t i t u t i o n s  t h a t  today are  e q u a l ly  
powerful  w i th  b ig  b u s in e s s .  Business must con t inue  to  f i g h t  the govern­
ment and the  union to  m a in ta in  the  system of c o u n te r v a i l i n g  checks and 
b a la n c e s .  The fo u r  main groups in  the  economy—b u s in e s s ,  government, 
l a b o r ,  and a g r i c u l t u r e —must be kept  s e p a r a t e .  Thei r  combination would 
be d i s a s t r o u s .
Welfare a c t i v i t i e s  should be allowed when they  make good economic 
sense ,  but  on ly  then .  Allowing sen t im ent  or  id e a l i sm  to  convince 
managers o f  the  d e s i r a b i l i t y  o f  w e l fa re  measures encourages " l en ien c y ,  
i n e f f i c i e n c y ,  s lu g g i s h n e s s ,  ex trav ag an ce ,  and hardens  the  in n ov a t ion a ry  
a r t e r i e s . "  C r i t i c i z e d  a re  programs of  r e t i r e m e n t ,  unemployment, and 
h e a l th  b e n e f i t s ;  t h e se  a re  deemed to  be economic only on a compulsory
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n a t io n a l  b a s i s .  Stock purchase p lans  a re  cons idered  by L e v i t t  to  be
34j u s t i f i a b l e  only  when they  reward s u p e r io r  performance.
These dee dangers  to  be f e a re d ,  but  the case i s  made too s t r o n g ly .  
C e r ta in ly  a n a t io n  run by b ig  b u s in e s s ,  and big bu s iness  a lone ,  i s  not  
d e s i r e d ,  not  even by b ig  b u s in e s s .  Would a l lowing  lab o r  unions and /o r  
th e  government to  take  over measures p r e v io u s ly  executed by b u s iness  
l e s se n  the  danger of  a m ono l i th ic  in f lu e n c e ?  Are the  people  w i l l i n g  to  
have a s in g le  n a t i o n a l  program of r e t i r e m e n t ,  unemployment, and h e a l th  
b e n e f i t s ?  Wouldn't  th e  overthrow of  a l l  th e  in d iv id u a l  programs in favor 
of  a c e n t r a l  program be a major s p u r t  of  growth in  the  m o n o l i th ic  in­
f lu en c e  of  the government? And does i t  not  seem rea so n ab le  to  b e l i e v e  
t h a t  s t e p s  would be taken by someone— s to c k h o ld e r s ,  th e  government, the  
c o u r t s — long be fore  an e x ce ss iv e  devo t ion  to  s o c i a l  r e s p o n s i b i l i t i e s  would 
i n f l i c t  any r e a l  harm?
Summary. This c h ap te r  has b r i e f l y  explored  the meaning and ro l e  
o f  p r o f i t s  as the  dominant bus iness  m o t iv a t io n ,  and has considered  the 
dangers  of abandoning p r o f i t  maximizat ion as  the primary bu s in e ss  ob­
j e c t i v e .  I t  has been seen t h a t  the  dangers  a re  more apparen t  than  r e a l .  
Severa l  o th e r  m a t t e r s  r e l a t i n g  managers to  s to ck h o ld e r s  a re  included in  
th e  next  c h a p t e r .
^Theod ore L e v i t t ,  "The Dangers o f  S oc ia l  R e s p o n s i b i l i t y , "  Harvard 
Business  Review, XXXVI (September-October, 1958), 41-50.
CHAPTER I I I
MANAGERS AND THE STOCKHOLDERS (CONTINUED)
The p reced ing  c h a p te r  d e a l t  w i th  s e v e r a l  im por tan t  r e l a t i o n s h i p s  
between managers and s to c k h o ld e r s .  There a r e ,  in a d d i t i o n ,  some o th e r  
a re a s  worthy o f  t r e a tm e n t .  Accordingly ,  t h i s  c h a p te r  w i l l  c o n s id e r  ( 1 ) 
c o n f l i c t s  of b u s in e s s  w i th  s o c i e t y ;  ( 2 ) c o n f l i c t s  o f  managers w i th  s tock­
h o ld e r s ;  (3) reasons  why p r o f i t s  a re  not  maximized; (4) s to c k h o lde r  
w e l fa re ;  and (5) r e l a t e d  concep ts .
I .  CONFLICTS OF BUSINESS WITH SOCIETY
I t  can be s a id  t h a t ,  in  th e  main, the  p r i v a t e  seek ing  of  b u s iness  
p r o f i t s  has i n c i d e n t a l l y  b e n e f i t e d  s o c i e t y ,  p robably  to  a g r e a t e r  ex ten t  
than  would have r e s u l t e d  from any system o th e r  than  the f r e e  e n t e r p r i s e  
system. The system i s  f a r  from p e r f e c t ,  however; severe  i n e q u i t i e s  have 
been found, and some s t i l l  e x i s t .  The managers of some b u s iness  f i rm s ,  
in  the  eager  q u es t  f o r  m a t e r i a l  ga in ,  have g a the red  r i c h e s  unto themselves 
a t  the  expense of the  p u b l i e — through monopoly or monopoly- l ike  e lements ,  
and through o u t r i g h t  f raud  and d e c e p t io n .  This kind of p r o f i t  i s  so re ly  
r e s e n te d ,  and c a s t s  an unhappy r e f l e c t i o n  on com p e t i t ive  and l e g i t im a t e  
b u s in e ss  o p e r a t io n s .  While many of the  more f l a g r a n t  abuses have been 
e l im in a te d  or reduced,  many v i o l a t i o n s  o f  good b u s in e s s  p r a c t i c e  co n t in u e .
A bus iness  f i rm could be in  c o n f l i c t  w i th  s o c i e t y  in  any number of 
ways; c o n s t r u c t in g  a dangerous m unit ions  p l a n t  in  a d en se ly  popula ted
72
73
a re a ,  r a i s i n g  p r i c e s  i n d i s c r i m i n a t e l y ,  l ay ing  o f f  workers in s t e a d  of  
changing p r o d u c t s ,  d r a i n i n g  o f  company funds through e x c e s s iv e  e x ec u t iv e  
s a l a r i e s ,  and avo id ing  r e s p o n s i b i l i t y  f o r  community a f f a i r s .  These and 
s i m i l a r  c o n f l i c t s  r e p r e s e n t  a re a s  where the  b u s in e ss  i s  engaged in  
o p e r a t io n s  which could be improved w i th  r e s p e c t  to  the  p u b l i c .  Though 
n o t  inc luded  in  the  purpose of  t h i s  s tu dy ,  r e f e r e n c e  i s  made to  an 
e q u a l ly  im portan t  r e s p o n s i b i l i t y  which s o c i e t y  has to  the  b u s in e ss  f irm. 
P r a c t i c e s  o f  s o c i e t y  and i t s  r e p r e s e n t a t i v e s  can a l s o  be improved w i th  
r e s p e c t  to  the  b u s in e ss  f i rm ,  such as th e  r e d u c t io n  of u s e l e s s  and 
troublesome r e g u l a t i o n ,  e l i m in a t i o n  o f  waste  in  government, and improve­
ment o f  th e  e d u c a t io n a l  system. I t  i s  deemed one of the  s o c i a l  
r e s p o n s i b i l i t i e s  of  b u s in e ss  managers to  do t h e i r  sha re  in reduc ing  these  
c o n f l i c t s  between b u s in e s s  and s o c i e t y .
I I .  CONFLICTS OF MANAGERS WITH STOCKHOLDERS
Of a more r e s t r i c t e d  n a tu r e ,  though of  equal  s i g n i f i c a n c e ,  ample 
o p p o r tu n i ty  e x i s t s  f o r  c o n f l i c t  between managers and s to c k h o ld e r s ,  pa r ­
t i c u l a r l y  in  l a r g e r  c o rp o r a t io n s  where th e  two groups a re  not  one and the 
same. The p ro g re s s  of the  s e p a r a t i o n  of ownership and management has been 
reviewed above.
Donaldson i s  concerned w ith  th e  p o s s ib l e  a re a s  o f  c o n f l i c t  between 
the  f i n a n c i a l  goal  o f  management and s to c k h o ld e r s ,  p a r t i c u l a r l y  where 
" p r o f e s s i o n a l "  managers pursue what they  c o n s id e r  to  be the  b e s t  i n t e r e s t s  
of  the  c o rp o r a t io n ,  as opposed to  what " p r o f e s s i o n a l  i n v e s to r s "  ( c a r e e r  
s e c u r i t y  a n a l y s t s )  r eg a rd  as th e  b e s t  i n t e r e s t s  of c o rpo ra te  ownership.
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Donaldson p o in t s  o u t  four p o s s ib l e  c o n f l i c t s :
(1) The focus of  management tends  to  be on the  e f f e c t s  o f  va r ious  
a c t i o n s  on cash  f lows,  p a r t i c u l a r l y  those  of  the  immediate f u t u r e .  In 
c e r t a i n  c i rcu m s ta n ce s ,  an in c re a s e  in  cash  flows to  the  c o rp o ra t io n  r e ­
t a in e d  fo r  i n t e r n a l  use may r e s u l t  in  some s a c r i f i c e  o f  growth in  p ro p e r ty  
va lues  as measured by d iv id e n d s ,  e a rn in g s  per  sh a re ,  and market p r i c e .
(2) I f  the  i n t e r n a l  r e t u r n  on investment  i s  l e s s  than e x t e r n a l  
o p p o r t u n i t i e s ,  s to c k h o ld e r s  a re  i n c l in e d  to  impose s ta n d a rd s  lead ing  to  
in c re a sed  cash  ou t f low s  to  them. But fo r  management to  y i e l d  would be 
to  admit i n f e r i o r  performance.
(3)  Management g iv es  top p r i o r i t y  to  r e t a in e d  ea rn in g s  as a source 
of  funds,  implying t h a t  i n t e r n a l l y  gen e ra ted  funds a r e  a u to m a t ic a l ly  
committed to  i n t e r n a l  inves tm ent .  A r e l a t e d  p re fe ren c e  o f  management i s  
to  minimize d iv id e n d s .  S tockho lde r  p re fe re n c e s  may vary from both  th ese  
management g o a l s .
(4) Management makes investment  and fund a c q u i s i t i o n  d e c i s io n s  in 
th e  l i g h t  o f  r i s k s  to  the  i n d iv id u a l  co rp o ra te  e n t i t y ,  and not in  the  con­
t e x t  of the  s to c k h o ld e r s '  p o r t f o l i o  r i s k s ,  which a l t e r  r i s k  magnitudes 
because of  d i v e r s i f i c a t i o n . 1
This type of c o n f l i c t  i s  r e a d i l y  e x p la in a b le  by the  two s e t s  of 
v iew po in ts—managers v s .  s to c k h o ld e r s .  Managers a re  not  s u b je c t  to 
censure  in th e s e  cases  because t h e i r  a c t i o n s  a re  not  taken  w ith  an aware­
ness of  i n j u s t i c e  to  the  s to c k h o ld e r s .  Managers may, of cou rse ,
Gordon Donaldson, " F in a n c ia l  Goals:  Management vs.  S to c k h o ld e r s , "
Harvard Business  Review, XLI (May-June, 1963), 116-129.
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i n t e n t i o n a l l y  wrong s to c k h o ld e r s .  Lindahl and C a r te r  give  examples of  
how management could c o n f l i c t  with  s to c k h o ld e r s :  ( 1) management may r e ­
ce ive  s a l a r i e s  and o th e r  remunerat ion  f a r  in  excess  of  the  value of 
s e r v i c e s  r en de red ;  ( 2 ) management may be allowed an a l lo tm e n t  of  purchase 
w a r ra n t s  o r  s tock  o p t io n s  to  buy un issued  s tock  a t  p r i c e s  below the market 
q u o ta t i o n ;  (3)  management may expand the  s iz e  and scope of th e  corpora­
t i o n  to  en joy  g r e a t e r  p r e s t i g e  and power, and h ig h e r  rem unera t ion ;  (h) 
management may decide  to  con tinue  o p e ra t in g  a bu s iness  when t h a t  b u s iness  
should be l iq u id a te d  in  o rd e r  to  minimize s to c k h o ld e r  l o s s e s ,  the  purpose 
be ing  to  c o n t inu e  s a l a r i e s  as long as p o s s ib l e ;  and (5) management may
tak e  advantage of  i t s  i n s id e  knowledge to  p r o f i t  from s tock  market  t r a n s -
2a c t i o n s .  In  th e se  i n s t a n c e s ,  s to c k h o ld e rs  a re  not  the only  l o s e r s ;  
s o c i e t y  l ik e w ise  s u f f e r s .  The r e s p o n s i b i l i t i e s  which managers have in  
th e se  cases  a re  c l e a r ;  to  r i g h t  the wrongs, to  fo rgo  tak in g  advantage of 
t h e i r  unique p o s i t i o n s  a t  th e  expense of s to c kh o lde rs  and the  r e s t  of 
s o c i e t y .
I I I .  WHY PROFITS ARE NOT MAXIMIZED
The importance of  the  p r o f i t  motive was d isc u sse d  in  Chapter I I .
I t  was seen t h a t  p r i v a t e  p r o f i t  seeking  does e x p la in  much of b us in ess  
managers '  m o t iv a t io n .  Also,  arguments p o r t r a y in g  the  p r o f i t  motive as 
one of  maximization and i t s  consequences were p re sen te d .  I t  i s  agreed
o
M art in  L. Lindahl  and Wil l iam A. C a r te r ,  Corporate  C oncen tra t ion  
and P ub l ic  P o l i c y  ( t h i r d  e d i t i o n ;  Englewood C l i f f s ,  New J e r s e y :  P r e n t i c e -  
H a l l , I n c . ,  1959), pp. 113-120.
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t h a t  the  p r o f i t  motive does g ive  d i r e c t i o n  t o  the  a c t io n s  of businessmen, 
and t h a t  the  l o s s  o f  the  p r o f i t  o b j e c t i v e  would complete ly  change the 
economic system of the  United S t a t e s ,  no doubt fo r  the  worse.  What t h i s  
s e c t i o n  of  the  c hap te r  w i l l  i n d i c a t e  i s  t h a t ,  a l though some p r o f i t  i s  
indeed sought ,  i t  i s  not  th e  maximum p r o f i t ,  and, f u r t h e r ,  even i f  a 
maximum le v e l  of p r o f i t s  i s  d e s i r e d ,  i t s  a t t a in m e n t  i s  u n l ik e l y .  These 
arguments, though s t ro n g ,  a r e  not to  be taken as r e l e g a t i n g  the  p r o f i t  
motive to an i n s i g n i f i c a n t  c o n s id e r a t i o n ;  the  o p p os i te  has a l re ad y  been 
g ran ted .
I f  one were to  conclude t h a t  th e  only  s o c i a l  r e s p o n s i b i l i t y  of 
b u s in e s s  was to  maximize p r o f i t s ,  the  c o n s id e r a t i o n  of  some o th e r  respon­
s i b i l i t i e s  would be negated .  Only the  s o c i a l  r e s p o n s i b i l i t i e s  which 
would not a f f e c t  p r o f i t s  could be met, and then only i f  the  managers 
would so decide .  But i f  p r o f i t s  a re  not maximized anyway, the meeting of 
c e r t a i n  9oc ia l  r e s p o n s i b i l i t i e s  i s  p o s s ib l e ,  p a r t i c u l a r l y  when i t  i s  
thought  t h a t  a less-than-maximum p r o f i t  i s  more d e s i r a b l e  than  a maximum 
p r o f i t .  As w i l l  be seen,  many a rgunen ts  support  t h i s  conc lus ion .
The m a t e r i a l  of  t h i s  s e c t i o n  i s  organized  under s e v e r a l  headings;
(1) pe rsona l  goa ls  o f  managers, (2 )  a l t e r n a t e  bus in ess  o b j e c t i v e s ,  (3) 
reasons  fo r  l im i t i n g  p r o f i t s ,  (4)  i l l u s t r a t i o n s  of not  maximizing 
p r o f i t s ,  (5) p u r s u i t  of o th e r  o b j e c t i v e s ,  ( 6 ) in te rm e d ia te  g o a ls ,  (7) 
complexity o f  p r o f i t  maximizat ion,  and ( 8 ) rank ing  o b j e c t i v e s .
Personal  g o a ls  of managers . While the  p e rsona l  ambit ions  of 
managers must in  g enera l  mesh w ith  the  bus iness  o b j e c t i v e s  o f  the  firm 
which employs them, complete agreement i s  not  expec ted .  Some c o n f l i c t s
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between managers and the  f irm as  rep re se n te d  by the s to c k h o ld e rs  have 
a l r e a d y  been no ted .  Success o f  an in d iv id u a l  manager may or  may not  be 
dependent on success  o f  the  f i rm ,  though a p r o f i t a b l e  f i rm w i l l  g e n e r a l ly  
be in a b e t t e r  p o s i t i o n  t j  c o n t r i b u te  to  the  w e l fa re  of a manager.
Severa l  pe rsona l  o b j e c t i v e s  o f  managers which tend to  cause the  bus iness  
firm never  to  reach  the  l e v e l  o f  maximum p r o f i t s  have been advanced.
One such pe rsona l  o b j e c t i v e  i s  e a s i l y  r ec o g n ized :  the  d e s i r e  of
managers, p a r t i c u l a r l y  owner-managers, to  s u b s t i t u t e  l e i s u r e  f o r  more 
m anager ia l  a c t i v i t y .  The a d d i t i o n a l  p r o f i t  i s  simply not  worth the 
a d d i t i o n a l  e f f o r t .  In  l a rg e  c o rp o r a t i o n s ,  top e x e c u t iv e s  may s a c r i f i c e  
maximum p r o f i t s  t o  avoid u p s e t t i n g  t h e i r  s u b o r d in a te s ,  and t h i s  kind of 
r e s t r a i n t  i s  even g r e a t e r  in  th e  o p p o s i t e  d i r e c t i o n ;  t h a t  i s ,  su b o rd i ­
n a te s  a re  even more h e s i t a n t  to  d i s t u r b  t h e i r  s u p e r i o r s .  At lower 
echelons  of la rge  c o r p o r a t io n s ,  foremen may undermine p r o f i t  maximizat ion 
by r e s t r i c t i n g  o u tp u t  to  p rev en t  l a y o f f s  or to  avoid a r e d u c t io n  in p ie c e  
r a t e s ,  because th e se  foremen may ( 1) f e e l  c l o s e r  to employees than  to  the  
company, (2 )  be r e l u c t a n t  to  reduce th e  number of  s u b o rd in a te s ,  and (3) 
want to  m a in ta in  good r e l a t i o n s .  E x is t in g  management may forgo  secur ing  
the  a d d i t i o n a l  c a p i t a l  necessa ry  fo r  p r o f i t  maximizat ion i f  o b ta in in g  the 
c a p i t a l  would mean p o s s ib l e  lo s s  of c o n t r o l .  F i n a l l y ,  managers '  s a l a r i e s  
and company p r o f i t s  may not  vary  d i r e c t l y ;  s a l a r i e s  tend to  be r e l a t i v e l y  
co n s tan t  through widely  vary ing  p r o f i t  l e v e l s ,  which means t h a t  managers 
would tend to  be l e s s  i n t e r e s t e d  in  maximum p r o f i t s .
3M. W. Reder, "A R econ s id e ra t io n  of  the  Marginal P r o d u c t iv i t y  
Theory,"  Jou rna l  o f  P o l i t i c a l  Economy, LV (October ,  1947), 450-458.
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G reat  s i g n i f i c a n c e  has been a t t a c h e d  to  the  s e p a r a t i o n  o f  owner­
sh ip  and management o f  la rge  c o rp o r a t i o n s ,  and with  some va l id i ty .**  Were 
managers a l s o  the  h o ld e r s  of  l a rg e  ownership i n t e r e s t s ,  many arguments 
o f  the  above paragraph would be empty. But the  s e p a r a t i o n  does e x i s t ,  
w i th  the  p o s s i b i l i t y  t h a t  the  i n c e n t i v e s  of management a r e  inadequate  to  
maximize p r o f i t s ,  making the  " p u b l i c  s e rv ic e "  a s p e c t s  of  b u s in e ss  l e a d e r ­
sh ip  more a t t r a c t i v e  t o  e x e c u t iv e s .  This  development may be one o f  th e  
reasons  fo r  the  in c re ased  a t t e n t i o n  given  to  s o c i a l  r e s p o n s i b i l i t i e s  by 
b u s in e ss  executives."*
Another o b s t a c l e  to  p r o f i t  maximizat ion which r e s u l t s  from 
p e rso n a l  aims i s  p r o f e s s i o n a l  c h a r a c t e r i s t i c s  o f  the  execu t iv e  fu n c t io n  
which emphasize s e c u r i t y  of tenure  and i n t e r e s t  in  the  job fo r  i t s  own 
s a k e . 6 Though a t  l e a s t  a minimum p r o f i t  c r i t e r i o n  must be met in  o rd e r  
to  keep d i r e c t o r s  and s to c k h o ld e rs  p a s s iv e ,  managers may adopt  o th e r  
c r i t e r i a ;
1. P e rsona l  p o s i t i o n  and power
2. Growth in  s i z e  of f i rm
3. S e c u r i t y  and the avoidance of  u n c e r t a i n t y
4. Welfare o f  workers ,  consumers, or  o th e r  broad groups7
A
Herbert  A. Simon, "T h eo r ie s  o f  Decision-Making in  Economics and 
Behaviora l  S c ien c e ,"  The American Economic Review, XLIX (June ,  1959), 262.
^Joel  Dean, Managerial  Economics (New York; P r e n t i c e - H a l l , I n c . ,  
1951), p. 33.
^Robert  Aaron Gordon, Business  Leadership  in  the  Large Corpora t ion  
(Washington, D. C . : The Brookings I n s t i t u t i o n ,  1945), p. 327.
7I b i d . ,  pp.  327-328.
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An owner-manager may a l s o  pass  up p r o f i t s  in  o rd e r  to  remain o r  become 
h i s  own b o ss .  -
A l t e r n a t e  b us iness  o b j e c t i v e s . O b jec t ives  a l t e r n a t i v e  to  p r o f i t  
maximisat ion  may be more c l o s e l y  i d e n t i f i e d  w i th  the  e n t i t y  o f  the  f i rm 
i t s e l f  than  w i th  in d iv id u a l  managers. A na lys is  i s  not  simple because of 
s e v e r a l  com pl ica t ing  f a c t o r s .  When th e re  i s  s e p a r a t io n  of ownership and 
management, fo r  whom a re  th e  p r o f i t s  made? What should be maximized, 
long-run  or s h o r t - r u n  p r o f i t s ?  Also, i t  i s  im poss ib le  to  de termine  fo r  
c e r t a i n  which of  the  a l t e r n a t e  b u s in e ss  o b j e c t i v e s  f o s t e r  e i t h e r  long-run  
o r  s h o r t - r u n  p r o f i t s  o r  both ,  and which p rev en t  maximizat ion of  p r o f i t s .  
D esp i te  th e s e  co m pl ica t io n s ,  some s tudy of a l t e r n a t e  bus in ess  o b je c t iv e s  
i s  w arran ted .
S im i la r  to  the  p e rson a l  o b j e c t i v e s  of managers, the  managers as a 
group may move in  un ison ,  as  a s o r t  o f  p e r s o n a l i t y  of the  f i rm ,  to devote 
more funds and a t t e n t i o n  to  s o c i a l  r e s p o n s i b i l i t i e s — to  employees,
■v
customers,  s u p p l i e r s ,  and the  p u b l ic  a t  l a r g e —-once a minimum or  s a t i s ­
f a c t o r y  l e v e l  of p r o f i t s  i s  reached .  A dd i t io n a l  p r o f i t s  a re  never made, 
o r ,  once earned ,  a re  d i s t r i b u t e d  f o r  purposes o th e r  than fo r  the  d i r e c t  
b e n e f i t  of th e  owners.
An i n t e r e s t i n g  p o in t  i s  t h a t  a quas i -m onopol is t  may be l e s s  
e f f i c i e n t  than a pure  com pe t i to r .  Again, f u l l  e x p l o i t a t i o n  o f  p r o f i t  
p o t e n t i a l  i s  not  a t tem pted .  I t  i s  a l s o  i n t e r e s t i n g  t h a t  some w r i t e r s  
c la im ,  and i t  i s  r ea so nab le  to  b e l i e v e ,  t h a t  much more e f f o r t  i s  expended 
when a company i s  s u f f e r in g  a lo s s  th an  i s  to  be found when t h a t  company 
i s  making a comfor tab le  p r o f i t ;  l e t  p r o f i t s  f a l l ,  and c o s t - r e d u c t i o n
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campaigns w i l l  be i n s t i t u t e d ,  managers w i l l  work over t im e ,  i n e f f i c i e n t  
workers w i l l  be l a id  o f f ,  and o th e r  s t e p s  w i l l  be taken  to improve the
Q
p r o f i t  p o s i t i o n .  Reder, who advances the  above arguments, a l s o  g ives
th e  example of the  e n t r e p re n e u r  who maximizes p r o f i t s  in  the  s h o r t - r u n  so
as  to  s e l l  out  a t  a c o n s id e ra b le  g a in ,  bu t  a t  t h e  expense of long-run
9p r o f i t s  o f  the  f i rm .  This  i s  a c l e a r  case  of s h o r t - r u n  maximizat ion p r e ­
empting long-run  maximizat ion.  Most o t h e r  examples a re  more complica ted .
P r o f i t s  a re  d e f i n i t e l y  a widely  used measure of c o rp o ra te  su ccess ,
but  managers a l s o  c o n s id e r  a su c c e s s fu l  c o rp o ra t io n  as  one t h a t :
1. I n i t i a t e s  new i d e a s ,  new methods, and new products
2. Produces e f f i c i e n t l y
3. Has a smoothly running o r g a n iz a t i o n
h. Improves and e n la r g e s  i t s  f a c i l i t i e s ,  i n c r e a s e s  i t s  employment, 
and expands i t s  ou tpu t
5. Achieves s t a b i l i t y ,  s e c u r i t y ,  and s u r v iv a l
6 . Advances the  w e l fa re  o f  i t s  workers and the  p u b l ic  w e l fa re
7. Enjoys a good r e p u t a t i o n
8 . Makes a s a t i s f a c t o r y  p r o f i t * ^
Success measured by one of these  c r i t e r i a  may not  mean maximum p r o f i t s .
I f  the  l a s t  c r i t e r i o n ,  s a t i s f a c t o r y  p r o f i t s ,  i s  adopted,  maximum p r o f i t s  
as an o b je c t iv e  i s  thus r e p la c e d .  I t  may be t h a t  the  o th e r  seven c r i t e r i a
®Reder, l o c . c i t .
9 I b i d .
*®Howard R. Bowen, S o c ia l  R e sp o n s ib i1i t i e s  of  the  Businessman (New 
York; Harper & B ro thers  P u b l i s h e r s ,  1953), pp. 88-89.
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of success  could be r ega rded  as  o b j e c t i v e s  in te rm e d ia te  to  the  u l t im a te  
o b j e c t i v e  of  p r o f i t  m ax im izat ion ,  but  t h i s  i s  not  n e c e s s a r i l y  so.  New 
id e a s ,  methods,  and p ro d u c ts  may be e s s e n t i a l  to  a f irm in  a dynamic 
economy, b u t  not  in  and of themselves .  S e c u r i t y  may be th e  a n t i t h e s i s  
o f  maximum p r o f i t a b i l i t y .  In  o th e r  words, c o n c e n t r a t i o n  on one or more 
of  th e s e  o b j e c t i v e s  as  ends in  themselves could  lead to  reduced p r o f i t s .
I t  i s  argued t h a t  the  p r o f i t  expec tancy  he ld  by companies i s  not  
a maximum p r o f i t ,  bu t  one w i th  some o th e r  b a s i s :
Wherever they appear  on the  p r o f i t - o b j e c t i v e  spectrum. . . i t  
would appear  t h a t  most companies o p e ra te  w i th  a more o r  l e s s  
d e f i n i t e  p r o f i t  expec tancy  which m o t iv a te s  t h e i r  p lan n in g .  I f  
t h i s  i s  a v a l i d  f i n d in g ,  i t  i s  a s i g n i f i c a n t  one. The p r o f i t  
which ( 1 ) i s  a s p e c i f i e d  a p r i o r i  o b j e c t i v e ,  which gu ides  the  
making o f  the  budge t ,  or  ( 2 ) i s  viewed as a cc e p ta b le  as an a 
p o s t e r i o r i  p roduct  o f  the  budgeting  p rocess  i s  the  p r o f i t  which 
i s  sought by the  f i rm ,  not  some h y p o th e t i c a l  maximum. I t  becomes 
an e m p i r i c a l l y  t e s t e d  and e x p e r i e n c e - s a n c t io n e d  o b j e c t i v e  which 
i s  cons ide red  f e a s i b l e  and a cc ep tab le  by those  whose approval  i s  
needed.
This  s ta tem en t  i s  not  say ing  t h a t  e n t r e p r e n e u r s  would not  p r e f e r  to  make 
h ig h e r  p r o f i t s ,  b u t  a l l  t h in g s  co n s id e re d ,  t h i s  p re - d e t e r m in e d , l e s s - t h a n -  
maximum p r o f i t  seems to  be the  b e s t  choice  to  those  who d e c id e .
A f r e q u e n t  argument a g a i n s t  p r o f i t  maximizat ion i s  t h a t  some f irms 
pay more a t t e n t i o n  to  m a in ta in in g  or  i n c r e a s in g  t h e i r  sha res  of the  
market  than  to  maximizing p r o f i t s .  E f f o r t s  a re  thus made to  in c re ase  
s a l e s ,  w i th  r e l a t i v e l y  l e s s  importance a t t a c h e d  to  p r o f i t a b i l i t y .  Cyert  
and March found in one i n d u s t r y  some evidence  t h a t  f i rm s w i th  a d e c l in in g
^ N e i l  W. Chamberlain, The Firm: Micro-Economic P lann ing  and 
Act ion  (New York: McGraw-Hill Book Company, I n c . ,  1962), p .  5h.
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9hare o f  the  market  devoted more e f f o r t  toward in c r e a s in g  s a l e s  volume
12than  f i rm s  w i th  a s te ad y  or in c r e a s in g  share  of th e  market .
In  the  la rg e  c o rp o r a t io n ,  o r i g i n a l  dec is ion-making  must be 
d e le g a t e d .  In approving what f i l t e r s  up to  him, th e  c h ie f  execu t ive  
w i l l  l i k e l y  apply  very  broad c r i t e r i a ,  p a r t i c u l a r l y  f i n a n c i a l  c r i t e r i a .  
Not i n f r e q u e n t l y ,  s t a n d a rd s  of  so lvency  and l i q u i d i t y  t ak e  precedence 
over  s ta n d a rd s  of p r o f i t a b i l i t y  and e f f i c i e n c y .  There i s  a tendency in  
the  very l a rg e  c o rp o r a t io n  f o r  the  manager in  many in s t a n c e s  to  
emphasize f i n a n c i a l  c a u t io n  a t  the  s a c r i f i c e  of im a g ina t ive  and c r e a t i v e  
l e a d e r s h ip  because of  the  magnitude of the  o p e ra t io n  in v o lv e d . * 3
Reasons f o r  l im i t i n g  p r o f i t s . The above d i s c u s s io n  paraded a 
number o f  a l t e r n a t i v e  b us in e ss  o b j e c t i v e s  which could  have the  e f f e c t  
of p rev e n t in g  p r o f i t  maximizat ion .  There a re  a l so  some d e f i n i t e  reasons  
why some managers i n t e n t i o n a l l y  l im i t  p r o f i t s ,  such a s :
1. To d isc o u rag e  p o t e n t i a l  com pe t i to rs
2. To woo the  vo t in g  p u b l ic  and r e s t r a i n  the  zea l  of  a n t i t r u s t e r s
3. To r e s t r a i n  wage demands o f  organ ized  labor
4. To m a in ta in  customer good w i l l
5. To keep c o n t r o l  u n d i lu te d
6 . To m a in ta in  p l e a s a n t  working c o n d i t io n s .
*^R, m. Cyert  and J .  G. March, "O rg a n iz a t io n a l  F a c to r s  in  the  
Theory o f  O l ig o p o ly ,"  Q u a r te r ly  Jo u rn a l  o f  Economics, LXX (February,  
1956), 44-64.
13Gordon, oj>. c i t . , p . 322.
***Dean, o p . c i t . , p. 29.
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The f i r s t  four  reasons  may have the  e f f e c t  of maximizing long-run  
p r o f i t s ,  but  th e  outcome would be im poss ib le  to  measure. Immediate 
p r o f i t s  a re  m issed ,  in  any c a se .
To the  l i s t  provided  by Dean may be added;
1. To avoid a ro u s ing  employee r e s i s t a n c e
2. To avoid h o s t i l e  p u b l ic  op in ion
3. To meet c e r t a i n  s o c i a l  r e s p o n s i b i l i t i e s
4. To avoid h ig h e r  t a x a t i o n
I l l u s t r a t i o n  o f  n o t  maximizing p r o f i t s . I t  i s  u s e fu l  to  s tudy a 
s i m p l i f i e d  v i s u a l i z a t i o n  of th e  e f f e c t s  on p r o f i t  maximization of  a l t e r ­
na te  p e rso n a l  and b u s in e s s  o b j e c t i v e s ,  and o b s t a c l e s  to  p r o f i t  maximiza­
t i o n .  Such a v i s u a l i z a t i o n  appears  on the  next  page. No sp e c ia l  
s i g n i f i c a n c e  should be a t t a c h ed  to any of th e  dimensions.
The diagram d e a l s  with  how much of  the  i n t e n t  and a c tu a l  e f f o r t  of 
management i s  devoted to  p r o f i t  maximizat ion.  F i r s t ,  i t  i s  assumed t h a t  
managers p lan  and a c t  only  w i th in  a g iven  a re a ;  t h e r e  a re  c e r t a i n  l i m i t a ­
t i o n s  on a c t i v i t y  which a re  b i o l o g i c a l ,  p h y s i c a l ,  economic, and 
t e c h n i c a l .  This  excluded a re a  i s  r e p re se n te d  a t  th e  top of the diagram 
by th e  d ia g o n a l ly  hatched p o r t i o n .  Managers a re  a l s o  p r o h ib i t e d  by law 
to  o p e ra te  in  c e r t a i n  a r e a s ,  r e p re s e n te d  a t  the  bottom of the  c h a r t  by 
th e  d i a g o n a l ly  hatched p o r t i o n .  The c l e a r  s e c t i o n  a t  the  c e n te r  of the  
diagram r e p r e s e n t s  the  a re a  of  p o s s i b l e  manager i n t e n t  and e f f o r t .
To what end i s  manager i n t e n t  and e f f o r t  devoted? Assume t h a t  
manager i n t e n t  and e f f o r t  flow i n  th e  genera l  d i r e c t i o n ,  from l e f t  to  
r i g h t  on the  i l l u s t r a t i o n ,  and t h a t  p o s i t i o n s  toward the r i g h t  r e p re se n t
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h ig h er  p r o f i t s .  At the  extreme l e f t  i s  seen a l o s s ;  th en ,  moving from 
l e f t  to  r i g h t ,  the  break-even p o i n t ,  a s u r v iv a l  l ev e l  o f  p r o f i t s ,  s a t i s ­
f a c to r y  p r o f i t s ,  and a t  the  extreme r i g h t ,  the  t a r g e t  of  p r o f i t  maximiza­
t io n .  The managers of a company o p e ra t in g  a t  a lo ss  w i l l  l i k e l y  con­
c e n t r a t e  on minimiz ing l o s s e s .  Thus, th e  f u l l  flow of  manager i n t e n t  
and e f f o r t  a t  t h i s  l e v e l  of  p r o f i t a b i l i t y  i s  d ep ic ted  as be ing  d i r e c t e d  
toward p r o f i t  maximizat ion.
Moving to  the  break-even  p o i n t ,  e s s e n t i a l l y  the  same a n a l y s i s  
h o ld s .  The company o p e ra t in g  he re  i s  making n e i t h e r  p r o f i t s  nor l o s s e s — 
not a happy s i t u a t i o n ,  but  b e t t e r  than s u f f e r i n g  a lo s s .  An e n t r e p re n e u r  
would choose to  d i s s o lv e  the  b u s in e ss  in  favor  of  one which could make a 
p r o f i t .  I t  i s  here  assumed t h a t  th e r e  i s  a l ev e l  o f  p r o f i t a b i l i t y  which 
i s  j u s t  adequate  t o  cause the  b u s in e ss  f irm to  remain in  e x i s t e n c e ,  a su r ­
v i v a l  lev e l  o f  p r o f i t s .  Up to  t h i s  p o i n t ,  a l l  manager i n t e n t  and e f f o r t  
a re  dep ic ted  on the i l l u s t r a t i o n  as being toward p r o f i t  maximizat ion.
Above the  s u r v iv a l  l e v e l ,  however, no t  a l l  manager i n t e n t  and 
e f f o r t  a re  toward maximizat ion.  Some i s  siphoned o f f  toward a l t e r n a t e  
pe rsona l  o b j e c t i v e s  (such  as  s t a t u s ,  s a l a r y ,  and l e i s u r e )  and a l t e r n a t e  
b us iness  o b j e c t i v e s  (such  as market  share ,  l i q u i d i t y ,  and revenue maximi­
z a t io n )  . There a re  a l s o  some reasons  why g r e a t e r  p r o f i t s  would tend to 
be l im i t e d ;  t h a t  i s ,  c e r t a i n  o b s t a c l e s  b lock some manager i n t e n t  and 
e f f o r t  from reach ing  p r o f i t  maximizat ion  (such  as  a t t r a c t i o n  of competi­
t i o n ,  h o s t i l e  p u b l ic  op in io n ,  and the meeting o f  so c ia l  r e s p o n s i b i l i t i e s ) .
Somewhere between a l e v e l  o f  p r o f i t s  n e cessa ry  fo r  su r v iv a l  and 
p r o f i t  maximizat ion t h e r e  i s  assumed to  be what i s  regarded as  a
8 6
s a t i s f a c t o r y  lev e l  o f  p r o f i t s .  Owners and managers a re  s a t i s f i e d  with 
t h i s  p r o f i t a b i l i t y ,  and no one vo ices  too s t rong  o p p o s i t io n  to  i t .  But 
as t h i s  l e v e l  i s  exceeded,  somewhat more manager i n t e n t  and e f f o r t  i s  
drained o f f  to  meet a l t e r n a t e  pe rsonal  and bus in ess  o b j e c t i v e s ,  and ob­
s t a c l e s  to  f u r t h e r  devotion  to  p r o f i t  maximization become more numerous 
and f o r c e f u l .  Btoployees may become r e s e n t f u l ,  a n t i - t r u s t  a c t io n  may be 
taken, and labor unions may become more m i l i t a n t .  I t  i s  thus seen t h a t  
only a p o r t io n  of manager i n t e n t  and e f f o r t  reaches  toward p r o f i t  maximi­
za t ion  a t  the  h igher  l e v e l s  of p r o f i t a b i l i t y .
P u r s u i t  of  o th e r  o b j e c t i v e s . While S t ryke r  i s  mainly concerned
w ith  having management adhere to  the  p r o f i t  s tandard  through the use of
p lanning and c o n t ro l  (P and C) , he does make t h i s  s ta tem en t :
The b e l i e f  t h a t  the  top managements of la rge  c o rp o ra t io n s  have 
a single-minded devotion  to  p r o f i t s  i s  one of the  g r e a t  myths of 
modern American c a p i t a l i s m .  As almost any management c on su l ta n t  
can t e l l  you, a company's top execu t iv es  a re  l i k e l y  to put  a l o t  of 
th ings  ahead o f  p r o f i t s ,  and w h a t ' s  more, the  p u r s u i t  of these  
o ther  o b je c t iv e s  may s e r i o u s l y  impair the  company's earn ing  p o w e r . ^
These a c t io n s  may take  the  form o f :
1. R e ta in ing  an outmoded product  out  of sentiment
2. Pushing a new product  fo r  the  glamour
3. Indu lg ing  in  "bus iness  s ta tesmanship"
4. Dedica t ing  themselves to  union n e g o t i a t i o n s  and advancing 
i n d u s t r i a l  r e l a t i o n s  g e n e ra l ly
*5P e r r in  S t ry k e r ,  "P and C fo r  P r o f i t , "  Fortune ,  XLV (A p r i l ,  1952),
128.
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5. Improving the  community
16
6 . Managing fo r  the  sheer  fun of  i t
In te rm ed ia te  g o a l s . Jones prov ides  an i n t e r e s t i n g  d i sc u ss io n  and 
c l a s s i f i c a t i o n  of p e rso n a l  and bus iness  go a ls  i n  which he l i s t s  some 
in te rm ed ia te  goa ls  o f  a company which tend to  ensure  the  company’s fu tu re  
w e l fa re  ( u l t im a te  g o a l s ) .  These a re  some examples of in te rm ed ia te  g o a l s :
1. To develop new products
2. To f ind a new group of customers
3. To make a p r o f i t
4. To become a l e a d e r  in  i t s  community
5. To grow l a r g e r
6 . To improve i t s  p o s i t io n  in  i t s  own in d u s t ry ;  t h a t  i s ,  to  secure 
a l a r g e r  percentage  of the  bus iness  done by i t s  in d u s t ry
7. To ga in  a r e p u t a t i o n  fo r  q u a l i t y  p roduc ts—or fo r  low-priced 
products
8 . To accumulate a f i n a n c i a l  backlog which w i l l  enable  the company 
to  weather a dep ress ion
9. To increase  s a l e s
10. To ensure  the  w e lfa re  of  i t s  employees
11. To f in d  and f i l l  a given n iche  in  the bus iness  world,  one in 
which i t  can f l o u r i s h 17
P r o f i t s  a re  here  included as an in te rm e d ia te ,  r a t h e r  than an u l t im a te ,  ob­
j e c t i v e .  This  i s  r a t h e r  s u r p r i s i n g ,  but  Jones g ives  as examples of
16I b i d .
^Manl^y Howe Jones ,  Executive Decision Making (Homewood, I l l i n o i s :  
Richard D. I rw in ,  I n c . ,  1957^ > pp. 13-14.
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u l t im a te  g o a l s ,  among o t h e r s :  ( 1) to  p ro sp e r ,  ( 2 ) to  l i v e  in  peace with
18o t h e r s ,  and (3) to  help  people  t o  f l o u r i s h .
As f a r  as  th e  a n a l y s i s  of  t h i s  s e c t i o n  i s  concerned,  too v igorous  
p u r s u i t  of  n e a r ly  any of these  in te rm e d ia te  o b j e c t i v e s  could r e s u l t  in  
d e v ia t i o n  from p r o f i t  maximizat ion .  However,, a t t e n t i o n  to  s p e c i f i c  ob­
j e c t i v e s  may be a more e f f i c i e n t  way of c o o rd in a t in g  b u s in e ss  a c t i v i t i e s  
than  more g e n e ra l  o b j e c t i v e s ,  such as maximizing p r o f i t s .
The n e c e s s i t y  fo r  in te r m e d ia t e  g o a l s ,  or  " s h o r t - c u t s , "  has a l s o  
been s t r e s s e d  by Gordon. Gordon recog n izes  t h a t  businessmen a re  guided 
by non-pecuniary  motives as wel l  as p r o f i t  maximizat ion ,  but  chooses to  
ignore  them because o f  the  lack  of knowledge about how th ese  non-pecuniary  
motives  i n t e r a c t  w i th  the  p r o f i t  c r i t e r i o n .  He reg a rd s  as  even more 
important  the  sem i-pecuniary  c o n s id e r a t io n s  t h a t  guide bus iness  f i rm s :  
a c t i o n s  of com pe t i to r s ;  and a c t io n s  of  o rgan ized  groups r e p r e s e n t in g  
lab o r ,  s u p p l i e r s  o f  c a p i t a l ,  and o t h e r s .  To dea l  w i th  these  problems, 
s h o r t - c u t s  a re  used in  de te rmin ing  b u s in e ss  p o l i c i e s ,  such a s ;
1. M ain ta in ing  th e  f i r m ’ s t r a d i t i o n a l  share  o f  the  market
2. P rev en t ing  o r g a n iz a t i o n  o f  the  labor  fo rce
3. S e l l i n g  through p a r t i c u l a r  d i s t r i b u t i v e  channels
But Gordon sees two d i f f i c u l t i e s  i n  r e l a t i n g  these  subord ina te  ( i n t e r ­
mediate)  o b j e c t i v e s  to  p r o f i t  maximizat ion;  ( 1 ) the  ex p re s s io n  of  a 
fu n c t io n a l  r e l a t i o n s h i p  between p r o f i t s  and v a r io u s  degrees  of  f u l f i l l ­
ment o f  the  su b o rd in a te  o b j e c t i v e s  may be im poss ib le ,  and ( 2 ) i t  may be
18I b i d . , p .  11.
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im poss ib le  to  make marg inal  adjus tment  toward the su b o rd ina te  o b j e c t i v e s
because of the  in a p p r o p r i a t e n e s s  of q u a n t i t a t i v e  a n a l y s i s  o r  because ad-
19justment  may be p o s s ib l e  only  in  la rge  increments .
Complexity of p r o f i t  m axim iza t ion . One argument a g a i n s t  the  idea
t h a t  p r o f i t s  a re  maximized i s  t h a t  the  whole n o t io n  i s  so complex, i t  i s
im poss ib le  to  g ra sp :
A simple  s ta tem ent  t h a t  managers t r y  to  maximize co rp o ra te  p r o f i t s ,  
as i s  f r e q u e n t ly  assumed in  economic theo ry ,  i s  a lmost m eaning less .  
The concept  of  p r o f i t  i s  a h ig h ly  tenuous one in  t h a t  i t  involves 
th e  v a lu a t i o n  of  a s s e t s ,  the  a l l o c a t i o n  of j o i n t  c o s t s ,  th e  t r e a t ­
ment o f  developmental  expenses ,  and a hos t  of s im i l a r  problems fo r  
which th e r e  a re  no easy or d e f i n i t e  s o l u t i o n s .
Complexity i s  f u r t h e r  i l l u s t r a t e d  by t h i s  l i s t  of  f a u l t s  w i th  the  idea  of
p r o f i t  m axim izat ion:
1. The troublesome q ues t io n  o f  the time p e r iod  over which p r o f i t s  
a re  maximized a r i s e s .
2. I t  i s  d i f f i c u l t  f o r  e i t h e r  managers o r  o b se rv e r s  to  c a l c u l a t e  
th e  e f f e c t  on p r o f i t  of  g iven  a c t io n s  which may a f f e c t  the  
b us in ess  i n d e f i n i t e l y  in  the  f u t u r e .
3. Businessmen a re  o f t e n  d e te r r e d  by custom and by e t h i c a l
p r i n c i p l e  from e x a c t in g  the  h ig h e s t  p o s s ib l e  p r o f i t .
4. The businessman may forgo p r o f i t s  to  avoid the  demands of
organized  la b o r ,  o r  pub l ic  r e g u l a t i o n ,  or e n t ry  o f  new f irms.
5. Businessmen o f t e n  show g r e a t e r  i n t e r e s t  in  b u s iness  volume and 
b u s in e ss  expansion than  they  do in  p r o f i t s .
6 . I n t e r e s t  in  p r o f i t  p robably  v a r i e s  among f i rm s .  The s t r u g g l in g ,
n e a r - f a i l i n g  company has a g r e a t  i n t e r e s t  in  a t  l e a s t  a s u rv iv a l  
lev e l  of  p r o f i t s .
19R. A. Gordon, " S h o r t -P e r io d  P r i c e  Determina t ion  in Theory and 
P r a c t i c e , "  American Economic Review, XXXVIII ( June ,  1948), pp. 269-270.
2(^Bowen, o p . c i t . , p .  8 9 .
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7. The i n t e r e s t  i n  p r o f i t s  v a r i e s  from time to  time. There may 
have been a g r e a t e r  a p p r e c i a t i o n  of h igh p r o f i t s  i n  the  n in e ­
t e e n th  cen tu ry  than now.
8 . A t t i t u d e s  toward p r o f i t  may vary with phases o f  the  bus in ess  
c y c l e . 21
Ranking o b j e c t i v e s . I n  much of th** l i t e r a t u r e  concerning bu s in ess  
o b j e c t i v e s ,  the  o b j e c t i v e s  a re  f r e q u e n t ly  ranked, w i th  p r o f i t s  perhaps 
be ing  f i r s t  on the  l i s t .  Glover,  however, views the  c o rp o ra t io n  as having 
to  pursue i t s  m u l t i p l e  o b j e c t i v e s  c o n c u r r e n t ly  and s im u l ta n eo u s ly .  The 
o b j e c t i v e s  have co-equal  rank ,  no one having p r i o r i t y  over a n o th e r ,  for  
th e  fo l low ing  r e a s o n s :  (1)  I f  o b j e c t i v e s  a re  ranked, the  ones of lower
rank  may come t o  be thought  of  as be ing  in  o p p o s i t io n  to  each o t h e r ,  and 
p a r t i c u l a r l y  to  the  " f i r s t "  o b j e c t i v e .  This  conc lu s io n ,  o f  co u rse ,  i s  
no t  n e c e s s a r i l y  t r u e .  (2) To rank o b j e c t i v e s  and assune  them to  be in  
o p p o s i t io n  may cause managers to  presume t h a t  t h e i r  own p o l ic y  o b j e c t iv e s  
a re  in  o p p o s i t io n  t o  each o th e r  and t h a t  t h e i r  p o l i c i e s  a re  i n c o n s i s t e n t .
(3 )  Conceiving the  o b j e c t i v e s  a s  having d i f f e r e n t  p r i o r i t i e s  may allow
the lower ranked o b j e c t i v e s  to  be considered  as means to  accomplish  the
22end of the  number one o b j e c t i v e .  One e f f e c t  of  rank ing  o b j e c t i v e s  in 
a b u s in e s s ,  then ,  may be a v a r ia n c e  from p r o f i t  maximizat ion.
IV. STOCKHOLDER WELFARE
In a small c o rp o r a t io n ,  s to c k h o ld e r s  u s u a l ly  have the  power to
2 1 I b i d . ,  pp. 89-90.
22john Desmond Glover,  The A t tack  on Big Business  (Boston:  Graduate 
School of  Business  A d m in is t r a t io n ,  Harvard U n iv e r s i ty ,  1954), pp. 340-341,
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see t h a t  t h e i r  wishes are  turned in to  r e a l i t i e s .  The r e l a t i v e  lack of  
in d iv id u a l  s tockho lde r  power usual  in  la rg e  c o rp o ra t io n s  has been 
s u f f i c i e n t l y  s t r e s s e d .  The p o s i t i o n  of the  s tockho lde r  in  a la rge  
co rp o ra t io n  has been desc r ibed  t h i s  way:
T h e o r e t i c a l ly ,  the s tockholder  i s  a p a r t  owner of the  bus iness ,  
bu t ,  i n  f a c t ,  he does not cons ider  i t  h i s  fu n c t io n  to  he lp  formulate  
bus iness  p o l i c i e s .  He th in k s  of h imself  as an in v e s to r  who hopes to 
rec e iv e  d iv idends  and u l t i m a t e l y  to  s e l l  h i s  s tock  a t  a p r o f i t .  The 
t h e o r e t i c a l  d i f f e r e n c e s  between s tocks  and bonds has l a r g e ly  d isa p ­
peared ,  a t  l e a s t  in  the  mind of the  average s tockh o lde r .  Control  of 
the  c o rp o ra t io n  has been abandoned to  a group of  managers whom the 
s tockho lder  does not  know and over whose a c t io n s  he has l i t t l e  or  no 
c o n t r o l ,23
The d i r e c t o r s ,  who are  the  e le c te d  r e p r e s e n t a t i v e s  of  the s tock ­
h o ld e rs ,  may lack  the in c e n t iv e  o f  a la rg e  ownership share .  In la rge  
c o rp o ra t io n s ,  the combined s tock hold ings  of  a l l  board members w i l l  
u su a l ly  be l e s s  than  one per cent  of  the  t o t a l ,  as i s  the  case in the  
S i n c l a i r  Oil  Company. The proxy committee s o l i c i t s  and r ec e iv e s  p rox ies  
from s tockho lde rs  on b e h a l f  of the  management, and " i t  i s  not unusual to
f ind  t h a t  t h i s  committee votes  90 per cent  of  a l l  votes c a s t  a t  a 
2Umeeting ."
P a ra d o x ic a l ly ,  a m ino r i ty  of s to ck h o ld e rs  may f ind  themselves in 
a very  weak p o s i t i o n  w ith  r e s p e c t  to the  m a jo r i ty ,  or  they may a c t u a l l y  ' 
dominate the  a c t i v i t i e s  of the  c o rp o ra t io n  in  the  face of an unorganized 
m a jo r i t y .  S eve ra l  p r o t e c t i o n s  fo r  the  m inor i ty  a r e :
^^Richard Norman Owens, Business  Organ iza t ion  and Combination 
( f o u r th  e d i t i o n ;  New York: P r e n t i c e - H a l l , I n c . ,  1951), p. 242.
24Joseph H. B onnev i l le ,  Lloyd E. Dewey, and Harry M. Kelly ,  
Organizing and Financing Business  ( s i x t h  e d i t i o n ;  Englewood C l i f f s ,  New 
Je r s e y :  P r e n t i c e - H a l l ,  I n c . ,  1959), pp. 83-84.
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1. M ajo r i ty  must e x e r c i s e  d i l i g e n c e  and good f a i t h  in  conserv ing  
the  a s s e t s  of the  c o rp o ra t io n
2. M a jo r i ty  cannot  a c t  w i tho u t  th e  p r o v i s io n s  o f  the  c h a r t e r
3. M a jo r i ty  must p r o t e c t  w i th  d i l i g e n c e  the  i n t e r e s t  of  the
m in o r i ty
4.  M inor i ty  can seek r e l i e f  th rough  c o u r t s  of e q u i t y
5. Courts  p r o t e c t  the  m in o r i ty  a g a i n s t  f r a u d u le n t  a c t s  of the  
m a jo r i t y
6 . M inor i ty  s to c k n o ld e r  can e x e r c i s e  v o t in g  r i g h t s
7. Minor i ty  s to c k h o ld e r  has the  r i g h t s :
a.  To a t t e n d  s to c k h o ld e r  meetings
b. To vo te  in  the  e l e c t i o n  of  o f f i c e r s
c.  To p a r t i c i p a t e  in p r o f i t s  and d iv idends
d. To sha re  e q u i t a b ly  in  a s s e t s  upon d i s s o l u t i o n
e .  To examine the  books o f  the  c o rp o r a t io n  fo r  good c a u se 2'*
Though th e  m a j o r i t y  o f  th e  s to c k h o ld e r s  i s  a s sm e d  in  l e g a l  and
economic theo ry  t o  have the  u l t i m a t e  power over c o rp o ra te  i n d u s t r y ,  a
m in o r i ty  o f  s to c k h o ld e r s  may, because of  the  wide d i s p e r s a l  of sh a re s  of
ownership, have c o n t r o l .  Among the  s p e c i a l  dev ices  which have been used
as a id s  to  m in o r i ty  c o n t r o l  a re  ( 1 ) weighted o r  m u l t i p l e  v o t ing  s to ck ,
(2)  a v o t in g  t r u s t ,  (3)  non-vo t ing  s to ck ,  and (4)  a ho ld ing  company. ^6
How might such a m in o r i ty  c o n t r o l  group abuse the  c o rp o r a t io n  and
the  m a j o r i t y  of s to c k h o ld e r s?
1. Members o f  th e  m in o r i ty  c o n t r o l  group may e l e c t  themselves to  
the  board and appo in t  themselves t o  o f f i c e s  a t  high s a l a r i e s .
^ L i n d a h l  and C a r te r ,  0 £ .  c i t . ,  pp. 96-97. 
2 6 I b i d . , pp. 97, 99-102.
2. The c o n t r o l  group may cause the  c o rp o r a t io n  to  make le a s e s  and 
award c o n t r a c t s  f av o rab le  t o  f i rm s  in  which the  c o n t ro l  group 
has an even s t r o n g e r  i n t e r e s t .
3, They may d i v e r t  e a rn in g s  from c e r t a i n  c l a s s e s  of  s to c k ,  such as 
p a ss in g  d iv idends  on non-cumulat ive  p r e f e r r e d  s t o c k . ^
These k inds  o f  a c t i v i t i e s  a re  not  in  the  b e s t  i n t e r e s t s  o f  the  remaining
s to c k h o ld e r s ;  i t  i s  the  r e s p o n s i b i l i t y  of  management to  see t h a t  these/
abuses ,  as  w e l l  as l e s s  obvious ones, do not  e x i s t .  The c o u r t s  a f fo rd
some p r o t e c t i o n ,  but  t h e r e  i s  an e a r ly  l i m i t  to  what they  can do. Also,
in d iv id u a l  s to c k h o ld e rs  may be ignoran t  o f  what i s  going on, and even i f
they knew, l e g a l  a c t i o n  might be too expens ive  or too much t r o u b le .
Usual ly ,  i f  a  s to c k h o ld e r  g e t s  too d i s p le a s e d  w i th  the  company, he w i l l
s e l l  h i s  s tock  in  t h a t  company, and the  m a t t e r  ( f o r  him) i s  ended. This
answer, however, i s  inadequate  from s o c i e t y ' s  v iewpoin t ;  someone e l s e
i n h e r i t s  the  p rev io u s  owner 's  problems.
What do s to c kh o lde rs  l i k e  w i th  r e s p e c t  to  d iv idends?  Two surveys
of s to c k ho ld e r  p re fe re n c e s  were made under the a u sp ice s  o f  the  Bureau
of  Business  and Economic Research o f  the  U n iv e rs i ty  of C a l i f o r n i a ,  Los
Angeles,  and th e  Los Angeles D iv i s io n  of the  P a c i f i c  Coast Stock
Exchange. The q u e s t io n n a i r e s  were s e n t  to  in d iv id u a l  s to c k h o ld e r s  only,
5,000 in  1951 (w i th  a 26 per  cen t  r e t u r n ) ,  and 3,000 in  1958 (w i th  a 29
per  cen t  r e t u r n ) .  The conc lus ions  on d ividend p o l i c y  p r e f e r e n c e s  were:
The q u e s t io n s  and answers on the  s u b je c t  of d iv idends  g ive  r i s e  
to  th r e e  d e f i n i t e  o b s e r v a t io n s  on p r e f e r e n c e s  of i n d iv id u a l  s to c k ­
h o l d e r s ;  ( 1 ) they favor a "normal" o r  m id d le -o f - th e - r o a d  r a t i o  of 
d iv idends  to  e a r n in g s ,  one which w i l l  reward the s to c k h o ld e r  but  a l s o
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provide  fo r  company growth; ( 2 ) they p lace  high  emphasis on
company growth and development,  and in  the  main a re  w i l l i n g  to
have d iv idend  p o l i c y  adapted to  company f i n a n c i a l  needs;  and
(3)  th ey  approve a r e g u l a r - p l u s  o r  a c a s h - p l u s - s to c k  div idend 
p o l i c y .
I t  was concluded from the s tudy t h a t  the  b e s t  s to c k h o lde r  r e l a ­
t io n s  p o l i c y  i s  one o f  candor and e x p l i c i t n e s s ,  because of s to c k h o ld e r  
s o p h i s t i c a t i o n  and a w i l l i n g n e s s  t o  go a long  with  a d iv idend  p o l ic y
s u i t e d  to  th e  company’s f i n a n c i a l  needs.  S tockho lde rs  a l s o  should be
29kept f u l l y  informed.  3
V. RELATED CONCEPTS
This conclud ing  s e c t i o n  w i l l  dea l  w i th  t h r e e  t o p i c s :  ( 1 )
ba lanc ing  o f  i n t e r e s t s ,  ( 2 ) concept of s a t i s f a c t o r y  p r o f i t s ,  and ( 3 )
bus in e ss  power.
Balancing of  i n t e r e s t s . A concept which alarms the i n d iv i d u a l s  
who b e l i e v e  in  p r o f i t  maximizat ion i s  the  one which reg a rd s  managers as 
somehow having to  ba lance  the  i n t e r e s t s  of employees, customers,  and the 
p u b l ic  a t  l a r g e ,  in  a d d i t i o n  to  th e  s to c k h o ld e r s .  Managers have a 
r e s p o n s i b i l i t y  not only to  th e  s to c k h o ld e r s ,  but  t o  a l l  th e se  o th e r  
groups, as w e l l .  Blough p u ts  i t  t h i s  way:
In a c o rp o r a t io n  . . . managing employees decide  what should be
made, who s h a l l  s e l l ,  and who s h a l l  account f o r  i t s  a f f a i r s ;  in  a
word, who s h a l l  p ru d e n t ly  ba lance  the  i n t e r e s t  o f  owners and
28John Clendenin ,  "What Do S tockho lde rs  Like?" C a l i f o r n i a  Manage­
ment Review, I  ( F a l l ,  1958), 47, 49.
29I b t d . ,  p .  55.
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employees in  the  group. Such d e c i s i o n s ,  however, a re  su c ce ss fu l  
on ly  i f  th ey  a l s o  meet the requ irem ents  of  persons  o u t s id e  the 
p rod u c t iv e  group who a re  being served by i t . 30
B u l l i s  makes a s l i g h t l y  l e s s  d e f i n i t e  s t a te m e n t ;  "Management has
th e  duty of  s ee ing  t h a t  no one group ga ins  unreasonable  advantage a t  the
31expense of the  o t h e r s . "
I f  t h i s  view seems too  a l t r u i s t i c ,  Jones makes a somewhat more
compell ing s ta te m e n t ;
Over th e  y e a r s ,  most ex ec u t iv e s  have held  t h a t  the  so le  o b j e c t i v e  
of a company i s  to  maximize the  p r o f i t  f o r  the owners. This i s  
obv ious ly  an importan t  o b j e c t i v e ;  i n v e s to r s  a re  a very n e cessa ry  
group of company members, and a company must make money to  su rv iv e .  
But i n v e s to r s  a re  not  the  only  group whose c o n t r i b u t i o n s  a re  r e ­
q u i red  and who must t h e r e f o r e  be rewarded w ith  enough inducements 
to  persuade them to  make the se  c o n t r i b u t i o n s .  Sometimes, i t  i s  
a d v is a b le  to  reduce p r o f i t s  and d iv id e n d s ,  in s t e a d  o f  maximizing 
them— to d i s t r i b u t e  more o f  the  company's revenues to  employees,
e x e c u t iv e s ,  and s u p p l i e r s ,  and /o r  to  customers through lower 
32p r i c e s .
Not a l l  such s ta te m e n ts  r eg a rd  the i n t e r e s t s  of  a l l  the va r ious  
groups as be ing  in o p p o s i t io n  to  each o t h e r .  Some w r i t e r s  see the  p o s s i ­
b i l i t y  of  b e n e f i t i n g  a l l  groups s im u l taneous ly ,  perhaps through more 
e f f i c i e n t  p ro d uc t ion ,  e l i m i n a t i o n  of waste ,  and adherence t o  a code of 
e t h i c s .  I t  i s  p o s s ib le  t h a t  the  i n t e r e s t s  a re  f e l t  to  be somewhat 
balanced when the  b e n e f i t s  a cc ru in g  to  each group are  i n c r e a s in g ;  no
^®Roger M. BLough, Free Man and the  Corpora t ion  (New York; McGraw- 
H i l l  Book Company, I n c . ,  1959), p. 8 .
31Harry A. B u l l i s ,  "Management's R e s p o n s i b i l i t i e s  to  S to c k h o ld e r s ,"  
in  The R e s p o n s i b i l i t i e s  of  Business  L ead ersh ip , e d i t e d  by Harwood F. 
M e r r i l l  (Cambridge, M a ssach u se t t s :  Harvard U n iv e rs i ty  P r e s s ,  1949), p. 60.
-’‘ Jones ,  o£. c i t . , p. 363.
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group can complain because each day f i n d s  them in  a more advantageous 
p o s i t i o n  r e l a t i v e  to  the  p reced ing  day.  However, t h e r e  i s  some b a s i s  fo r  
i n e q u i t y ;  the  r a t e  o f  in c re a s e  i.n b e n e f i t s  may not be the same f o r  a l l  
g roups.  P r o f i t s  may be in c r e a s in g ,  but  s a l a r i e s  pa id  to  employees may 
be in c r e a s in g  a t  an even f a s t e r  r a t e .
There i s  a l s o  the  m a t t e r  o f  how much p re s s u re  each of th e  i n t e r e s t  
groups can b r ing  to  b ea r  on managers.  I t  must a t  times seem to  managers 
more l i k e  ju g g l in g  than  b a la n c in g .  The most voc i fe rou s  group must be 
s i l en c ed  be fo re  a t t e n t i o n  can be g iven  to the  e th e r  groups,.
Concept o f  s a t i s f a c t o r y  p r o f i t s . I f  the  p r o f i t  motive i s  s t ron g ,  
y e t  p r o f i t s  a re  n o t  to  be maximized, what then  i s  th e  p r o f i t  goal?  The 
answer might be c a l l e d  " s a t i s f a c t o r y , "  " r e a s o n a b le , "  or "moderate" 
p r o f i t s ,  a l l  terms d e s c r ib in g  a l ev e l  o f  p r o f i t s  t h a t ,  while  n o t  maximum, 
i s  h igh  enough to  meet the needs of a l l  concerned,  b u t  not  so h igh  as to 
incu r  un fo r tu n a te  r e p e r c u s s i o n s .  The d i v id i n g  l i n e  i s  not  th e  somewhat 
more d e f i n i t e  break-even  vs .  p r o f i t s  but  " rea so n a b le "  p r o f i t s  vs .  maximum 
or  "ex c e ss iv e "  p r o f i t s ,  as the  case  may be. A d i s t i n c t i o n  i s  made between 
maximum and e x c e s s iv e  p r o f i t s  because maximum p r o f i t s  a re  by no means 
n e c e s s a r i l y  e x c e s s iv e .
The concept of  s a t i s f a c t o r y  p r o f i t s ,  as  has been no ted ,  i s  not  as 
s p e c i f i c  as the  concept  o f  maximum p r o f i t s  o r  the  break-even p o i n t .  But 
th e  e x p re s s io n  does have d e f i n i t e  meaning f o r  p a r t i c u l a r  i n d i v i d u a l s ,  and 
i s  concre te  i n  t h a t  sen se .  To s t r i v e  f o r  a s a t i s f a c t o r y  p r o f i t  i s  not  
synonymous w i th  lack  of  e f f o r t ;  to  make a s a t i s f a c t o r y  p r o f i t  may r e q u i r e  
extreme e f f o r t  from a l l  concerned.  Many bu s in e ss  managers would cons ider
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themselves q u i t e  f o r t u n a t e  i f  they  could cause t h e i r  f i rm s  to  ea rn  a 
s a t i s f a c t o r y  p r o f i t .  I t  i s  thus  seen t h a t  s a t i s f a c t o r y  p r o f i t s  and maxi­
mum p r o f i t s  a re  concep ts  t h a t  can a t  times be th e  same, o r  e i t h e r  one can 
exceed th e  o t h e r ,  depending on the  c i rcu m s tan ce .  For i n s t a n c e ,  th e  b e s t  
p r o f i t  t h a t  a f i rm can make may be j u s t  a s a t i s f a c t o r y  p r o f i t ;  a low 
p r o f i t  may be maximum but  not  s a t i s f a c t o r y ;  and a very h ig h  p r o f i t  may 
be maximum and above a l e v e l  regarded  as s a t i s f a c t o r y .
A s a t i s f a c t o r y  p r o f i t  may be regarded  as a f a i r  p r o f i t :
To be s u c c e s s f u l ,  i n d u s t r i a l  and b u s in e s s  management knows t h a t  
i t  i s  o b l ig a t e d  t o  make and d i s t r i b u t e  p roducts  and provide s e r v i c e s  
o f  h ig h e s t  p o s s ib l e  q u a l i t y  a t  lowest  p o s s ib l e  p r i c e s ,  pay f a i r  
wages and r ea so n a b le  d iv id e n d s ,  e a rn  a f a i r  p r o f i t  and r e t a i n  enough 
of  i t  f o r  c a p i t a l  inves tment  to  expand and improve p l a n t  and equ ip ­
ment .
F a i r n e s s ,  or  perhaps j u s t i c e ,  i s  th e  c r i t e r i o n  used in  the  many d e c i s io n s  
about wages, p roduct  d e s ig n ,  d iv idend p o l i c y ,  and e a rn in g s  r e t e n t i o n .
S evera l  w r i t e r s  b e l i e v e  t h a t  t h e r e  i s  a g r e a t e r  tendency fo r  the  
mature,  s u c c e s s f u l  f i rm to  wish only  to  " s a t i s f i c e "  r a t h e r  than  maximize 
p r o f i t s ;  young, s t r u g g l i n g ,  o r  u n p r o f i t a b l e  companies have g r e a t e r  i n ­
c e n t iv e  to  maximize p r o f i t s :
I t  may be more r e a l i s t i c  t o  d e s c r ib e  the  ques t  f o r  p r o f i t  as a 
seek ing  fo r  " s a t i s f a c t o r y  p r o f i t s "  r a t h e r  than maximum ( " s a t i s f a c t o r y "  
de f ined  in  r e l a t i o n  to  the  p r o f i t  ex pe r ien c e  of  ocher  f i rm s ) ,  the  
goal  of maximum p r o f i t s  p a r a d o x ic a l ly  be ing  nur c c h a r a c t e r i s t i c  of 
th e  s t r u g g l i n g  o r  u n p r o f i t a b l e  company than  - c the  s t ro n g  and power­
f u l  company. 3**
33gaymond C. F i r e s t o n e ,  " N a t ion a l  Aims and Business  R e s p o n s i b i l i t y , "  
address  a t  the  Annual Conference o f  th e  American Marketing A s so c ia t io n ,  
C in c in n a t i ,  Ohio, June 20, 1962.
3**Bowen, • £ .  c i t . , p .  9 0 .
98
I  Buspect t h a t  " s a t i s f a c t o r y  p r o f i t s , "  as  vague as  t h i s  c r i t e r i o n  
i s ,  i s  f r e q u e n t ly  a more a c c u ra te  d e s c r i p t i o n  o f  th e  pr imary  ob­
j e c t i v e  th a n  "maximum p r o f i t s , "  This  i s  p a r t i c u l a r l y  l i k e l y  to  be 
t r u e  of  m ature ,  su c c e s s f u l  f i r m s . 35
I t  i s  t h e r e f o r e  l i k e l y  t h a t  only th e  l a r g e ,  s u c c e s s f u l  f i rm has
much o f  a cho ice .  P a r t  of  the  rea son  f o r  t h i s  growth and success  may be
a t t r i b u t e d  t o  th e  monopoly element  in  im p e r fec t  co m p e t i t io n :
Many f i rm s ,  and p a r t i c u l a r l y  the  b ig  ones ,  do not  o p e ra te  on the 
p r i n c i p l e  of  p r o f i t  maximizing in  terms o f  marginal  c o s t s  and 
revenues ,  b u t  r a t h e r  s e t  s t a n d a rd s  o r  t a r g e t s  of  reasonab le  
p r o f i t s .  . . . The p o l i c y  problems in  s e t t i n g  p r o f i t  s tandards  
a r i s e  only in  im pe r fec t ,  t h a t  i s ,  r e a l - w o r ld  co m p e t i t io n .  When 
co m p e t i t io n  i s  in t e n s e  enough to  approximate " p u re -c o m p e t i t io n ,"  
p r i c e s  have t o  be s e t  c l o s e  to  the  c o s t  l e v e l ,  and only  by t r y in g  
to  maximize p r o f i t s  can a f i rm  s ta y  s o l v e n t .  But f o r  many p roducts  
a f i rm  has a s u b s t a n t i a l  monopoly p o s i t i o n ,  e i t h e r  s h o r t r u n  or 
permanent, and has a range of  d i s c r e t i o n  in  p r i c i n g .  Such f i rms 
must make c r u c i a l  p o l i c y  d e c i s io n s  on p r o f i t  s t a n d a r d s . 36
The f a i l u r e  of  such la rg e  c o rp o r a t io n s  t o  s t r i v e  f o r  maximum 
p r o f i t s ,  and, i n s t e a d ,  to  adopt  s a t i s f a c t o r y  p r o f i t s  as t h e i r  bus in ess  
o b j e c t i v e ,  a l lows those  companies to  f u l f i l l  c e r t a i n  s o c i a l  r e s p o n s i b i l i ­
t i e s  t h a t  o th e rw ise  would have been th w ar ted .  Examples could b e :  b e t t e r
q u a l i t y  goods, lower p r i c e s ,  g r e a t e r  employee b e n e f i t s ,  and more c h a r i ­
t a b l e  c o n t r i b u t i o n s .
Business  power. Can i t  be sa id  t h a t  a manager, o r  a b u s in e s s ,  has 
a s o c i a l  r e s p o n s i b i l i t y  s imply and s o l e ly  because of  the  e x te n t  of the  in­
f luence  t h a t  such an i n d iv id u a l  or  o r g a n i z a t i o n  possesses?  I f ,  fo r  
in s t a n c e ,  in  s e t t i n g  a wage l e v e l ,  the  in f lu e n c e  i s  f e l t  not  only  by the
35R. A. Gordon, " S h o r t -P e r io d  P r i c e  Determ ina t ion  in  Theory and 
P r a c t i c e , "  American Economic Review, XXXVIII (June ,  1948), 271.
Dean, o p . c i t . ,  pp .  2 8 -2 9 .
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owners in  a change in  p r o f i t s  and employees in  a change in  wages, but 
a l s o  by the  i n d u s t r y  wage le v e l  because the  f i rm  i s  a w a g e - s e t t e r  for  
the  i n d u s t ry ,  and p r i c e  l e v e l s  change because the  f i rm i s  a l s o  a p r i c e  
l e a d e r ,  and tax  revenue changes because p r o f i t s  a re  reduced,  and so on: 
does a s o c i a l  r e s p o n s i b i l i t y  e x i s t ?  I t  c e r t a i n l y  sounds l i k e  i t .  But 
does not  p u b l ic  r e g u l a t i o n  ( laws)  c o n t r o l  the  a c t i o n s  o f  the  f i rm? And 
how about the  power o f  p u b l ic  op in ion?  Competi tion? Labor unions?
These a re  s t ro n g  i n f lu e n c e s ,  but t h e r e  i s  s t i l l  a broad a rea  of  d i s ­
c r e t i o n a r y  decis ion-making  w i th in  which managers may o r  may not  a c t  in 
ways t h a t  a re  b e s t  f o r  s o c i e t y ,  or  in  ways t h a t  a re  s o c i a l l y  r e s p o n s i b l e .  
Business  managers do have the  power.
Why do they  have t h i s  power and what a re  the  consequences?
Businessmen have c o n s id e ra b le  s o c i a l  power because th e y :
. . . a re  l e a d e r s ,  are  i n t e l l i g e n t  men of a f f a i r s ,  and speak fo r  
the  im por tan t  i n s t i t u t i o n  we c a l l  b u s in e s s .  . . .  To the e x t e n t  
t h a t  businessmen or any o t h e r  group have so c i a l  power, the  lessons  
of  h i s t o r y  sug g es t  t h a t  t h e i r  s o c i a l  r e s p o n s i b i l i t y  should be 
equated w i th  i t .  S ta te d  in  the  form o f  a g enera l  r e l a t i o n s h i p ,  i t  
can be sa id  t h a t  s o c i a l  r e s p o n s i b i l i t i e s  of businessmen need to  be 
commensurate w i th  t h e i r  s o c i a l  power.
Davis b e l i e v e s  t h a t  the  avoidance of  s o c i a l  r e s p o n s i b i l i t y  w i l l  lead to
the gradua l  e ro s io n  of  s o c i a l  power as  o th e r  groups move in  to  assume
these  r e s p o n s i b i l i t i e s .3® That t h i s  i s  a r e a l  danger can be seen from
t h i s  example: The f a i l u r e  o f  the  automobile  in d u s t ry  t o  devote s u f f i c i e n t
funds t o  automobile  s a f e ty  r e s e a r c h ,  and the  f a i l u r e  t o  in co rp o ra te
37Davis,  oj>. c i t . , p .  71.
38I b i d . . p .  73 .
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n e ce ssa ry  s a f e ty  f e a t u r e s  in  new automobiles  may lead to  l e g i s l a t i o n  r e ­
q u i r in g  c e r t a i n  s a f e ty  f e a t u r e s  on a l l  new c a r s .  The i n i t i a t i v e  should 
have come from th e  m an ufac tu re rs .
VI. SUMMARY
There a re  mutual r e s p o n s i b i l i t i e s  f o r  reduc ing  c o n f l i c t s  between 
b us iness  and s o c i e t y .  Managers can improve c e r t a i n  a c t i v i t i e s  w i th  
r e s p e c t  to  s o c i e t y ,  and o th e r  e lements  o f  s o c i e ty  can make improvements 
with r e s p e c t  to  b u s in e s s  f i rm s .  Managers may be in  c o n f l i c t  with  s to c k ­
h o ld e r s ,  e s p e c i a l l y  where s toc k h o ld e r s  d e s i r e  maximum p r o f i t s  and /o r  
d iv idends  and managers c o n c e n t r a te  on o th e r  o b j e c t i v e s .
While p r o f i t s  a re  the  dominant bu s in e ss  m o t iv a t io n ,  i t  has been 
shown t h a t  the  more l i k e l y  p r o f i t  o b j e c t i v e  i s  to  " s a t i s f i c e "  r a t h e r  
than  to  maximize. A l t e r n a te  b us in ess  and personal  o b j e c t i v e s  channel 
o f f  manager a c t i v i t y ,  away from p r o f i t  maximizat ion .  In a d d i t i o n ,  
c e r t a i n  o b s t a c l e s  to  p r o f i t  maximizat ion a r i s e  a t  h igher  l e v e l s  of 
p r o f i t a b i l i t y .  The very complexity o f  b u s iness  o p e ra t io n s  i s  seen as a 
h in d e r in g  f a c to r  to  p r o f i t  maximizat ion. F a i lu r e  to  in tend  to  achieve  
or a c t u a l l y  to  achieve  p r o f i t  maximizat ion opens th e  way to  meeting 
c e r t a i n  so c ia l  r e s p o n s i b i l i t i e s  which would be i n c o n s i s t e n t  w i th  p r o f i t  
maximization.
In l a rg e r  c o rp o r a t io n s ,  s to c k h o ld e r s  f r e q u e n t ly  a re  not  very 
i n f l u e n t i a l  in c o rp o ra te  a f f a i r s .  Great  d i s s a t i s f a c t i o n  u s u a l ly  i s  
expressed by s e l l i n g  the  s tock ,  b u t  f i n a n c i a l  l o s s  may r e s u l t .  Stock­
holders  appear to  be s a t i s f i e d  w i th  a  d iv idend p o l ic y  which p rov ides  cash
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rewards bu t  a lso  al lows fo r  company growth. S tockholders  need to  be kept 
f u l l y  informed. Managers should see t h a t  m in o r i ty  abuses do not e x i s t .
Whether o r  not one l ik e s  the  idea ,  managers are  in  the  p o s i t io n  
of  having to  balance the  i n t e r e s t s  of s tockho lders  and severa l  o th e r  
groups:  employees, customers, and the p u b l ic  a t  l a r g e .  An opposing
conclus ion  i s  t h a t  managers must maximize p r o f i t s  fo r  the  s tockho lders  
ard  l e t  the  o th e r  groups take  care  of  themselves.  Many managers have 
adopted t h i s  view in  the  p a s t .  And the  o th e r  groups have taken ca re  of 
themselves to  some e x te n t ,  through labor  unions,  r e s t r i c t i v e  l e g i s l a t i o n ,  
co u r t  d e c i s io n s ,  and h o s t i l e  p u b l ic  op in ion  and p re s s u re .  A more 
b e n e f i c i a l  a t t i t u d e  i s  t h a t  bus iness  managers have co ns iderab le  a u th o r i t y  
and in f luence  concerning the sev e ra l  groups and should opera te  th e  firm 
to  r e s u l t  i n  f a i r  and j u s t  t rea tm ent  to s to c k h o ld e rs ,  customers, 
employees, and the general  p u b l ic .
CHAPTER IV
MANAGERIAL RESPONSIBILITIES TO CONSUMERS
The r e l a t i o n s h i p  between the  managers o f  a b u s in e ss  f irm and 
u l t im a te  consumers i s  an i n t r i c a t e  one and v a r i e s  from one c ircumstance  
to  a n o th e r .  Competi tion in  one in d u s t r y  may cause m anufac tu re rs  to  pay 
p a r t i c u l a r  a t t e n t i o n  to  consumer needs (needs are  d e f in ed  here  as being 
both what consumers must have as wel l  as what they would l i k e  to  have) ,  
while  a lack  of co m p e t i t io n  in  ano the r  in d u s t r y  may a t t e n u a t e  the  need 
f o r  devoted concern f o r  the w e l fa re  of consumers. Again, a b u s in e ss  firm 
may be q u i t e  c lo se  to  the  u l t i m a t e  consumer, d e a l in g  d i r e c t l y  w i th  him on 
a d a i l y  and p e rson a l  b a s i s ;  o r  a f irm may be a t  the  o th e r  end o f  the  
d i s t r i b u t i o n  c h a n n e l , r e c e iv in g  on ly  p a r t i a l  feedback from th e  d i s t a n t  
consumer. And th e  r e l a t i v e  s t a t u s  accorded the  u l t im a te  consumer in  the  
minds of  managers has v a r ie d  c o n s id e ra b ly ,  e s p e c i a l l y  accord ing  t o  the  
e x i s te n c e  of a b u y e r ' s  or  a s e l l e r ' s  market .
Managers may view consumers as "k ings"  o r  as  something i n f i n i t e l y  
l e s s  ro y a l  and im p or tan t ,  w i th  o r  w i th o u t  an a l t r u i s t i c  motive or g u i l t y  
c o n sc ience .  To the e x te n t  t h a t  managers recogn ize  consumers as  being 
independent a r b i t r a t o r s  among competing o f f e r i n g s  in the market  p lace  and 
conduct t h e i r  b u s in e s s  f i rm s in  such a manner as  to  y i e ld  to  the  wishes 
of consumers, then  consumers a re  the reby  b e n e f i t e d .  Consumers re c e iv e  
advantages w i tho u t  t h e r e  n e c e s s a r i l y  being  an a l t r u i s t i c  a t tem pt  on the 
p a r t  o f  managers to  a id  them. But i f  consumers a re  regarded  as secondary
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to  the  p r o f i t a b l e  o p e ra t io n  of the  bus iness  f i rm, consumers w i l l  thereby 
s u f f e r ,  or  th e re  w i l l  a t  l e a s t  be a g r e a t e r  p o s s i b i l i t y  t h a t  they w i l l  
s u f f e r .
How do businessmen regard  the u l t im a te  consumer? One en l igh tened  
view i s  t h a t  exemplif ied  by the  marketing concept.  This concept i s  
d iscussed  in  the fo l lowing pages. Such a d iscu ss io n  i s  the  p iv o ta l  po in t  
fo r  a l l  bus iness  a c t i v i t i e s ,  and thus  tends to  c l a r i f y  the  r e s p o n s i b i l i ­
t i e s  of bus iness  managers toward another  la rg e  group, the  consumers.
I .  THE MARKETING CONCEPT
This  s e c t io n  w i l l  a t tempt to  answer the  q u e s t io n s :  What i s  the
marketing concept? What caused the  development of  the marketing concept? 
What e f f e c t s  does the  marketing concept have on bus iness  managers' 
r e s p o n s i b i l i t i e s  to  u l t im a te  consumers?
D e f i n i t i o n . The marketing concept has been v a r io us ly  def ined ,  
and i s  v a r io u s ly  c a l l e d  marketing philosophy,  t o t a l  marketing concept,  
customer o r i e n t a t i o n ,  market o r i e n t a t i o n ,  marketing management concept,  
and o th e r  nanes.
One narrow view of the  marketing concept i s  the  change in 
o rg a n iz a t io n  s t r u c t u r e  from a Sales  Manager to  a Marketing Manager or a 
V ice -P re s id en t  in  Charge of  Marketing.  The new p o s i t io n  of Marketing 
Manager t y p i c a l l y  manages the  sa le s  fo rce ,  as u su a l ,  p lus  a d v e r t i s in g ,  
s a l e s  promotion, marketing r e s e a rc h ,  and sometimes product  p lanning ,  
product ion  schedul ing ,  phys ica l  d i s t r i b u t i o n ,  and inventory  c o n t r o l .
Pull  implementation of the  marketing management concept g ives  the
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marketing manager very wide a u th o r i t y ,  and the o v e r a l l  o rg a n iz a t io n  tends 
to  be b u i l t  around him.
Another c o n s id e r a t io n  i s  the  time in  th e  p roduct ive  cycle  a t  which 
conscious a t t e n t i o n  i s  given to  marketing problems. According to the 
marketing concept,  the  marketing man i s  brought  in  a t  the  very beginning 
of  the  product ive  cy c le ,  when the idea  for  a product  i s  f i r s t  conceived 
or  e a r l y  in  the c o n t in u a l  ana lyses  of e x i s t i n g  products .  Marketing i s  
a l s o  i n te g r a t e d  in to  a l l  phases of bus iness  o p e ra t io n s .  I t  i s  marketing 
which determines what the  customer i s  r e a l l y  l i k e ,  what product the 
customer wants, what p r i c e  the  customer i s  w i l l i n g  to pay, and where and 
when the customer wants the  product .*
The in f luence  of the  marketing concept on bus iness  func t ions  can 
be seen from the fol lowing examples:
Business  Function E f fe c t  of Marketing Concept
Product ion  Scheduling and inven to ry  requirements  based
on marketing e s t im a te s .
Research and Research d i r e c te d  by marketing personnel  to
Development those  a reas  with g r e a t e s t  p o t e n t i a l .
Finance Requirements based on s a le s  f o r e c a s t s  and
marketing a c t i v i t i e s .
Product Design Products  designed to s a t i s f y  the  customer.
Other requirements  come second .2
The marketing concept has been defined t h i s  way:
*Peter Drucker,  The P r a c t i c e  of  Management (New York: Harper & 
Row, P u b l i sh e r s ,  1954), p. 39.
2Adapted from Charles S. Rober ts ,  "A Changing World Requires New 
Marketing Concepts ,M The Commercial and F in a n c ia l  Chronicle ,  October 13, 
1960, p. 9.
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A corpora te  s t a t e  of mind t h a t  i n s i s t s  on the  i n t e g r a t i o n  and 
c o o rd in a t io n  o f  a l l  o f  the marketing fu n c t io n s  which, in  tu rn ,  
a re  melded w i th  a l l  o th e r  co rp o ra te  fu n c t io n s ,  fo r  the  basic  
o b j e c t i v e  of producing maximum long-range corpora te  p r o f i t s , 3
This d e f i n i t i o n  adds two important  c r i t e r i a .  F i r s t ,  the  marketing
fu n c t ion s  themselves a re  in t e g r a t e d  and coo rd ina ted .  For example,
a d v e r t i s in g  e f f o r t s  must culminate  in  pub l ic  d i s p la y  a t  approximately  the
same time the ph y s ica l  product  i s  made a v a i l a b l e  to the  u l t im a te  consumer
for  purchase .  Or the  package design  might have to  be a l t e r e d  so as to
include  space fo r  a sp e c ia l  p r i c e  promotion. Each marketing func t ion  is
undertaken only in r e l a t i o n  to  a l l  o th e r  marketing fu n c t io ns  so t h a t  the
ne t  r e s u l t  i s  most e f f e c t i v e  from the  p o in t  of view of g e t t i n g  the  be s t
job done a t  the lowest c o s t .
The o th e r  c r i t e r i o n  i s  one of  maximum long-range corpora te  
p r o f i t s .  The po in t  has a l re ad y  been made t h a t  maximum p r o f i t s  a re  not 
the  l i k e l y  o b j e c t i v e  o f  most f i rms,  and c e r t a i n  p re s su re s  l im i t  such 
e f f o r t s  where they do tend to  e x i s t .  Even so, p r o f i t s  a re  a basic  
o b je c t iv e  of bus iness  f i rm s ,  however they a re  cons t rued ,  maximum or  
s a t i s f a c t o r y .  This prov ides  the  r a t i o n a l e  fo r  the  marketing concept.
I t  has a l s o  been sa id  t h a t  the  marketing concept i s  more than an 
a t t i t u d e ;  i t  i s  a l o g ic a l  to o l  fo r  decis ion-making.  The marketing 
concept o rgan izes  marketing a c t io n  and marketing th ink ing  throughout the 
f i rm. The concept recognizes  t h a t  planned a c t io n s  may change the 
s i t u a t i o n  under which the a c t io n s  were planned. The marketing concept i s
3
Arthur P. Fe l ton ,  "Making the  Marketing Concept Work," Harvard 
Business Review, XXXVII (Ju ly-August ,  1959), p. 55.
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forward-looking ,  but  i t  a l s o  i s  q u i t e  i n t e r e s t e d  in  l e a rn in g  from the 
p a s t .  The marketing concept  i s  one of planned r i s k - t a k i n g .  The concept 
r ecogn izes  t h a t  r i s k s  which should be taken but  a re  not taken f a i l  to 
appear on the books. Est imates  should be made of the r i s k s  involved ,  but 
o v e r - r e l i a n c e  should not be p laced on techn iques  from mathematics and 
behaviora l  s c i e n c e s .
One l a s t  fragmentary i n t e r p r e t a t i o n  o f  what i s  involved in  the 
marketing concept p laces  g r e a t  emphasis on r e sea rch  in  so lv in g  marketing 
problems. S o lu t io n s  await  thorough r e s e a rc h .  The re s e a rc h  may involve 
s tu d ie s  of product  usage, product des ign ,  m o t iva t io n  of consuners ,  
a d v e r t i s in g  e f f e c t i v e n e s s ,  o r  any of  the  many o th e r  a reas  in  marketing 
where r e sea rch  can be used.  This approach i s  a l s o  known as s c i e n t i f i c  
problem so lv in g .
I n t e g r a t i n g  the se v e ra l  i n t e r p r e t a t i o n s  of th e  marketing concept
i s  s u c c e s s f u l ly  accomplished in  the  fo l lowing d e f i n i t i o n :
. . .  A managerial  phi losophy concerned w i th  the m o b i l i z a t io n ,  
u t i l i z a t i o n ,  and c o n t r o l  of  t o t a l  co rp o ra te  e f f o r t  fo r  the  purpose 
of he lp ing  consumers solve s e lec te d  problems in ways compatible  
with  planned enhancement of the  p r o f i t  p o s i t i o n  of the  f i rm .^
aEdward C. Bursk, "The Marketing Concept,"  T h i r t y - F i r s t  Boston 
Conference on D i s t r i b u t i o n ,  October, 1959. Reprinted in  Charles J .  
Dirksen,  Arthur  Kroeger, and Lawrence C. Lockley, ( e d s . ) ,  Readings in  
Market ing, (Homewood, I l l i n o i s :  Richard D. Irwin,  I n c . ,  1963), 
pp. 44-49.
C
-'Robert L. King, "An I n t e r p r e t a t i o n  of the Marketing Concept," 
paper presen ted  a t  the  T h i r t y - F i r s t  Annual Conference, Southern Economic 
A ssoc ia t ion ,  Memphis, Tennessee, November 10, 1961. Reprinted in  Steven 
J .  Shaw and C. McFerron G i t t i n g e r ,  ( e d s . ) ,  Marketing in  Business 
Management, (New York: The Macmillan Company, 1963)7 pp. 35-39.
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This d e f i n i t i o n  has the  market ing  concept in vo lv ing :
1. Awareness throughout the  company of  the r o l e  of  the consumer 
as i t  i s  r e l a t e d  to  th e  company's e x i s te n c e ,  growth, and s t a b i l i t y .  The 
consumer i s  placed in  a dominant p o s i t i o n .
2. All  managers aware of the  inte rdependence  of d e c i s io n s  and 
a c t i v i t i e s  among depar tments .  The e n t i r e  network o f  fo rces  should be 
d i r e c t e d  toward meeting def ined  consumer needs in  an in t e g r a t e d  and 
coord ina ted  fa sh io n .  Balance i s  m ain ta ined ,  not only  among departments ,  
but  w i th  the  f i r m ’s e x te r n a l  environment.
3. An o v e r a l l  company concern with innovat ion  as i t  helps to 
solve s e l e c te d  consumer problems,
4. Managerial  awareness of  the  e f f e c t s  on p re s e n t  and fu tu r e  
p r o f i t  p o s i t io n s  o f  the  in t r o d u c t io n  of  new products  and s e r v i c e s ,  and 
th e  u se fu ln ess  of product  p lann ing .
5. Expansion of  the  marketing re sea rch  fu nc t io n  and a s s im i l a t i o n  
of a l l  o th e r  sources of marketing in fo rm at ion ,  to  be used in  s e t t i n g  
o b je c t iv e s  and tak ing  a c t i o n .
6 . P a r t i c i p a t i o n  and agreement by a l l  managers in  s e t t i n g  
co rpora te  and departmental  o b j e c t i v e s  which lead to  enhancement of  the 
f i r m 's  p r o f i t  p o s i t i o n .
7. Formal p lanning ,  both sh o r t - r an g e  and long-range ,  r e s u l t i n g  in 
defined and coord ina ted  c o rp o ra te  fu n c t io n s  in  accomplishing o b je c t i v e s ,  
s t r a t e g i e s ,  and t a c t i c s .
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8 . Changing c o rp o ra te  fu n c t io n s  i n  whatever ways a re  necessa ry
so t h a t  c o rp o r a t e  a c t i v i t y  i s  d i r e c t e d  toward so lv in g  s e l e c te d  consumer
6problems in  a p r o f i t a b l e  f a s h io n .
These d e s c r i p t i o n s  of the  m arke t ing  concep t ,  p a r t i c u l a r l y  the  
l a s t  sunmary s ta te m e n t ,  d e p ic t  f i rm s which a re  organized  and adapted to  
ope ra te  e f f i c i e n t l y ,  on an informed b a s i s ,  w i th  a minimum of  c o n f l i c t ,  
w i th  an eye t o  the  f u t u r e  and c o m p e t i t iv e ly  to s a t i s f y  the  needs of 
consumers a t  a p r o f i t .
Development. The importance of the  u l t im a te  consumer has probably  
always been recogn ized .  In  the  days of the  small shops and genera l  
s t o r e s ,  c o n ta c t s  with  the  u l t im a te  consumer were f req u e n t  and p e rs o n a l .  
Consumer purchases  were l a r g e l y  of  s t a p l e  p ro d u c ts ,  most ly  food. To a 
la rge  e x t e n t ,  the customer was regarded  as a means to  the  end of 
p r o f i t s .
The 1920 's  and 1930 's were decades o f  p r o d u c t io n -o r ie n te d  f i rm s .  
There were a few f i rm s  and in d iv i d u a l s  who emphasized consumer s a t i s ­
f a c t i o n ,  bu t  they  were in  the  m in o r i ty .  The pe r iod  of  World War I I  saw 
c o n c e n t r a t io n  of p roduc t ion  on v i t a l  war m a t e r i a l s ;  consumer goods had a 
ready market .
Following World War I I  was a decade of q u a n t i t y  buying.  Consumers 
had accumulated sav in g s ,  in s ta lm e n t  c r e d i t  expanded g r e a t l y ,  and 
p roduc t ion  r a p i d l y  s h i f t e d  to  consumer goods. There was a  s e l l e r s '  
market .  The end o f  t h i s  decade,  around 1955 and 1956, saw an in c re ase  i n
6 I b i d .
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the  l i t e r a t u r e  on the  marketing concept .  C e r ta in  changes were t ak in g  
p lac e ,  and o th e r  changes were expected in  the  f u t u r e ,  c a l l i n g  f o r  a new 
ph i lo sophy—new in  th e  e x te n t  of  i t s  p u b l i c i t y  and adop t ion .
Some of the  changes caus ing  the  development of th e  marketing 
concept  a r e :  (1) Many consumers have s a t i s f i e d  t h e i r  b a s ic  needs;  .hey
can a f f o r d  to  be more s e l e c t i v e  in  what they  buy. (2)  Consumers a re  
a t t a i n i n g  much h ig h e r  l e v e l s  in  formal e d u c a t io n .  While t h i s  does not 
n e c e s s a r i l y  i n d i c a t e  an improvement in  t a s t e ,  i t  does r e s u l t  in  more 
i n t e l l i g e n t  buying. (3)  Workers a re  exp e r ien c in g  s h o r t e r  work weeks.
More l e i s u r e  t ime, coupled w i th  h igher  incomes, has led to  a whole new 
l e i s u r e - t i m e  market ,  (h) Competi tion has appeared in  new forms: a
product  now has to  compete not  only w i th  o th e r  p ro d uc ts  of  the  same type ,  
but  a l s o  w ith  o th e r  types of p ro du c ts ,  and with  s e r v i c e s .  Many b u s iness  
f i rms have broken w i th  t h e i r  t r a d i t i o n a l  o p e ra t io n s  in  o rd e r  to  compete 
more s u c c e s s f u l l y ,  as in  scrambled m erchandis ing .  (5) Consumers a re  more 
d i s c e r n in g  than h e r e t o f o r e .  The r i s e  of  the  middle  c l a s s  market w i th  i t s  
p r i c e  consc iousness ,  the  sea rch  fo r  d e p e n d a b i l i ty  in  p roduc ts ,  the  
d i s s a t i s f a c t i o n  with  expensive  f r i l l s —a l l  have tended to  lead t o  a 
demand fo r  s o l id  v a lu e s .  (6)  Both t o t a l  consumer income and consumer 
d i s c r e t i o n a r y  income have in c re a sed  g r e a t l y —consumers have more to  say 
about  what they w i l l  spend t h e i r  money f o r ,  when th ey  w i l l  spend i t ,  and 
even i f  they w i l l  spend i t .  (7 )  A g r e a t e r  p ro p o r t io n  o f  consumer income 
i s  be ing  spen t  f o r  s e r v i c e s ,  such as  ed u ca t io n ,  medical  c a r e ,  and 
v a c a t io n  t r a v e l .  (8)  Some f i rm s have tended to  s p e c i a l i z e  in  the  manufac­
t u r e  o f  p a r t i c u l a r  p ro d u c t s ,  making proper  market a n a ly s i s  more v i t a l
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than  ever .  (9 )  Other f i rms have d i v e r s i f i e d ,  moving in to  p ro d u c t io n  and 
marke t ing  o f  new and d i f f e r e n t  p ro d u c t s .  This  r e q u i r e s  a development of  
knowledge and unders tand ing  in  new a re a s  and draws upon r e s e a r c h  f o r  the  
r i g h t  in fo rm a t io n .  (10) Automation has in c re ased  the  inves tment  in  f ix ed  
p l a n t  f a c i l i t i e s ,  ag a in  r e q u i r i n g  a c c u ra t e  f o r e c a s t s  and capable  manage­
ment t o  see t h a t  the  f o r e c a s t s  become r e a l i t i e s .  Otherwise, t h e r e  w i l l  
r e s u l t  l a rg e  wasted c a p i t a l  e x p e n d i tu r e s ,  and once such c a p i t a l  
ex p en d i tu re s  a re  made, th e re  tends  t o  be a lack  of f l e x i b i l i t y .  (11) 
Product ion  and marketing fu n c t io n s  have become more complex in  many 
i n s t a n c e s .  (12) The management s t r u c t u r e  has tended to  become more 
complex and unwieldy as  many f i rms have grown in  s i z e .  (13) There have 
been squeezes on p r o f i t s  r e s u l t i n g  from p r e s s u r e s  to  r a i s e  wages and 
p re s su re s  to  keep p r i c e s  down. (1*0 There has been a s e p a r a t io n  of 
ownership and management in  many f i rm s ,  w i th  a r e s u l t a n t  management 
group which senses  r e s p o n s i b i l i t i e s  t o  o th e r  groups in  a d d i t i o n  to  the  
owners.
From t h i s  suranary of  changes involved in  the  expansion  of  the  
marketing  concept emerges the  p o r t r a y a l  of  a firm faced by inc reased  
com pe t i t ion  of se v e ra l  types  w i th  r i c h e r  consumers but b e t t e r  buyers ,  
w i th  l e s s  f l e x i b i l i t y  in  i t s  o p e r a t io n s ,  and w i th  a g r e a t e r  need fo r  
unde rs tand ing  consumers. To meet t h i s  c h a l le n g e ,  many companies have 
adopted the m arke t ing  concept in  va ry ing  d e g re e s .
The consumer i s  made the foca l  p o in t  o f  a l l  company a c t i v i t i e s .
The consumer i s  s tu d ie d  in  g r e a t  d e t a i l  to  l e a r n  h i s  n a tu re  and needs. 
Funct ions  o f  the  company—p ro d u c t io n ,  r e s e a r c h ,  m arke t ing ,  f in a n c e — are
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organized to  meet the  needs o f  the  consumer most e f f e c t i v e l y ,  in  a manner 
c o n s i s t e n t  w i th  what has been learned about the  consumer, and in  a way 
which w i l l  y i e ld  p r o f i t s .  This procedure i s  sa id  to be one of working 
from the  consumer backward.
Im p l ica t io n s  f o r  management. Conscious and primary a t t e n t i o n  to 
the needs of consumers must n e c e s s a r i l y  r e s u l t  in  b e n e f i t  fo r  the  
consumers. Businessmen have always recognized the  n e c e s s i t y  fo r  
consumers, but  consumers have never been emphasized to the  e x te n t  they 
p r e s e n t ly  a re  under the  marketing concept.  Managers are  now aware th a t  
the  consumer i s  the  fo ca l  p o in t  of economic a c t i v i t y .  Product ion  occurs 
when th e re  appears to be a p r o f i t a b l e  market for  the  product ,  when some 
f e l t  need e x i s t s ;  p roduct ion  in the absence of  an expected market does 
not  take  p lac e .
More s p e c i f i c a l l y ,  a myriad of marketing a c t i v i t i e s  a re  adapted to 
b e t t e r  se rv ing  u l t im a te  consumers as a r e s u l t  of  the marketing concept.  
Products  tend to  be designed with  the  f i r s t  c o n s id e ra t io n  being consumer 
s a t i s f a c t i o n ;  eng inee r in g  and product ion  may a l s o  r e s u l t  i n  convenience 
and lower c o s t s  and lower s e l l i n g  p r i c e s .  S e l l i n g  p r ic e  i s  only one 
aspect  o f  meeting the needs of  consumers.
Goods must be made a v a i l a b l e  to consumers when and where they are  
wanted. The development of suburban shopping c e n te r s  and o re - s to p  
shopping a re  responses  to  the  wishes of  consumers fo r  more convenient 
buying. Automated procedures  and merchandise handling help to  assure  
adequate s to ck s ,  but  with  l i t t l e  excess .  Consumers r e s e n t  being unable
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to  purchase  items immediate ly once the  d e c i s io n  to  buy i s  made, and they  
r e s i s t  buying shop-worn m erchandise .
Promotion—p e rso n a l  s e l l i n g  and a d v e r t i s i n g — to  be most e f f e c t i v e ,  
must be b u i l t  around the p sy ch o log ica l  c h a r a c t e r i s t i c s  o f  consumers. 
Promotion must be t r u t h f u l  and must a c t u a l l y  i n t e r p r e t  f o r  the consumers 
the  w a n t - s a t i s f y i n g  q u a l i t i e s  o f  the  promoted goods. The sequence must 
be:  (1) s tudy the  needs o f  consumers, (2)  des ign  o r  adopt  a product  to
meet those  needs ,  (3) show consumers how the product  s a t i s f i e s  the 
consumers needs,  (h)  complete the  s a l e s ,  and (5)  a s su re  s a t i s f a c t i o n .  
Promotion should not be developed independent of  consumer a n a ly s i s  and 
product  p lann ing  o r  any o th e r  m arke t ing  a c t i v i t y ;  i d e a l l y ,  a l l  a c t i v i t i e s  
a re  cons idered  s im u l tan eou s ly ,  each  in  i t s  r e l a t i o n s  with  a l l  the  o t h e r s .
The l a s t  example i s  taken from the m arke ting  fu n c t io n  o f  p r i c i n g .  
P r i c in g  i s  one of  the  most d i f f i c u l t  decis ion-making  a reas  in  marke ting .  
Seldom i s  a p r i c e  s e t  w i th  complete a ssurance  t h a t  i t  i s  the  " b e s t "  one. 
Even fo r  new p r o d u c t s ,  consumers have a s u r p r i s i n g l y  keen awareness of  
what the  p r i c e  should be. I f  managers s e t  a p r i c e  much above t h i s  
expected p r i c e ,  consumers conclude t h a t  in  purchas ing  t h i s  p a r t i c u l a r  
p ro d uc t ,  they  a re  not  g e t t i n g  t h e i r  money's worth. I f ,  on the  o th e r  
hand, the  p r i c e  i s  Qe t  much below the  expected p r i c e ,  consumers may 
assume t h a t  something i s  wrong w ith  th e  p roduc t .  Informing consumers 
about  the  reasons  fo r  the  d i f f e r e n c e  between the  expected and the  a c tu a l  
p r i c e s  may be s u f f i c i e n t  to  d i s p e l  r e s i s t a n c e  to  pu rchas ing ,  but  i t  may 
be more e f f i c i e n t  to s e t  p r i c e s  in  l i n e  w i th  what consuners  have reason 
to  ex p ec t .
113
To summarize b r i e f l y ;  Managers who adhere  to  the  marketing 
concept  make t h e i r  o b j e c t i v e  th e  s a t i s f a c t i o n  of  consumers a t  a p r o f i t .  
Consumers and t h e i r  needs a re  the  f i r s t  q u e s t io n .  P roduc ts  and p r i c i n g  
and promotion and a l l  the  o th e r  bu s in ess  comings and goings revo lve  
around th e  consumer. I t  would be d i f f i c u l t  t o  conclude o th e rw ise  than 
t h a t  the  m arke t ing  concept  has led to  in c re a sed  consumer s a t i s f a c t i o n ,  
whether  o r  not  managers had s e l f i s h  motives  even in  adop t ing  the 
co n ce p t .
I I .  THE INFLUENTIAL CONSUMER
The p reced ing  s e c t i o n  has in d ic a t e d  something of the  e f f e c t s  
which b e t t e r  educated  and more a f f l u e n t  consumers have had on the  
development of  the  marketing concept .  A l e r t ,  a r t i c u l a t e ,  and f i n a n c i a l l y  
s t ro n g  consumers wie ld  s i g n i f i c a n t  power over managers of b u s in e ss  f i rm s ,  
not  only  in  s o p h i s t i c a t i o n  o f  pu rchas ing ,  bu t  a l s o  in  m a t t e r s  of  
l e g i s l a t i o n  r e g u l a t i n g  b u s in e ss  and p r o t e c t i n g  consumers, p u b l ic  op in ion  
as i t  a f f e c t s  b u s in e s s  o p e ra t io n s  ( p a r t i c u l a r l y  concern ing  such a re a s  as 
d e f e n s i b i l i t y  o f  p r o f i t  p o s i t i o n  and s tan ds  in  labor  d i s p u t e s ) ,  and 
unders tand ing  of the  r o l e  of  bus in ess  in th e  s o c i e t y .  Consumers have 
in c re ased  in in f lu e n c e  because of (1)  g r e a t e r  e d u c a t io n a l  a t t a in m e n t ,
(2)  in fo rm a t ive  va lue  of  promotion,  (3)  in c reased  pu rchas ing  power, and 
(h)  consuner c o o p e ra t io n .
Educa t iona l  a t t a i n m e n t . The people  o f  the  United S t a t e s  have 
always had a h igh rega rd  fo r  the  va lue  o f  formal e d u c a t io n .  Though th e r e  
have been some se tb ac k s  and f a l s e  l e a d s ,  the  genera l  t r e n d  in  ed u ca t io n
i i 4
has been to  growth and improvement. Managers themselves have become 
b e t t e r  ed uca ted—p r a c t i c a l l y  a l l  p r e s i d e n t s  o f  l a r g e r  c o rp o ra t io n s  have 
c o l leg e  d eg rees ,  a t  l e a s t .  Consumers a re  l ik ew ise  e x p e r ien c in g  more 
years  o f  formal e d u c a t io n .  While yea rs  a lone  do not p rov ide  a p e r f e c t  
measure of  the  worth o f  the  e d u ca t ion  a c q u i red ,  more yea rs  in  school have 
g e n e r a l l y  been taken  to  mean a b e t t e r  ed u ca t io n .
During t h i s  century , ,  the  number o f  persons  graduated  from high 
schools  has in c re a sed  from l e s s  than  100,000 in  1900 to  n e a r ly  two 
m i l l i o n  in  1962. In  1900, over  27 thousand c o l leg e  s tu den ts  were 
g radua ted ;  in  1962, n e a r ly  418 thousand were graduated  from c o l l e g e s .
The in c rease  can be seen c l e a r l y  from th e  fo l lowing  t a b u l a t i o n  adapted 
from S t a t i s t i c a l  A b s t r a c t  of  the  United S t a t e s , 1964*,^
Gains were a l s o  made in the  numbers o f  persons who a t tend ed  high 
school and c o l l e g e  but  did  not  g ra d u a te .  Table I summarizes ed u ca t io n a l
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^U. S. Bureau of the  Census, S t a t i s t i c a l  A b s t ra c t  of th e  United 
S t a t e s ; 1964. ( E i g h t y - f i f t h  e d i t i o n . )  Washington, D. C . , 1964, p. 130.
TABLE I
PERSONS 25 YEARS OLD AND OVER— H1UCATIONAL 
ATTAItWENT, I960, AND PROJECTIONS, 1980
( i n  thousands)
Years o f  School Completed
Persons  
25 yea rs  
o ld  and 
over
Elementary School High School Col lege
J a t c None
1 to  4 
years
5 t o  7 
yea rs
8
y e a r s
1 t o  3 
y e a r s
4
y e a rs
1 to  3 
y e a r s
4 yea rs  
o r  more
I960 99,024 2,251 5,997 13,710 17,397 19,047 24,330 8,705 7,588
1980 
( S e r i e s  A)* 130,783 1,101 4,062 9,471 11,987 26,194 49,804 13,800 14,367
1980 
( S e r i e s  B)* 130,783 1,156 4,200 10,078 12,718 27,132 48,702 13,164 13,636
♦ S er ie s  A and B imply the  fo l lo w in g  assum pt ions  reg a rd in g  t r e n d s :  A, c o n t i n u a t i o n  of
s h o r t - t e r m  p a s t  t r e n d s ,  and B, c o n t in u a t io n  o f  long- te rm  p a s t  t r e n d s ,  in  a t t a in m e n t  o f  younger 
a d u l t  age groups .
Source:  Adapted from S t a t i s t i c a l  A b s t r a c t  o f  th e  United S t a t e s , 1964, p. 112.
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a t ta inm en t  of  persons 25 years  o ld  or  over in  the  United S t a t e s  in  1960 
by years a t tended in  e lementary schools ,  high schoo ls ,  and c o l l e g e s ,
V\e t a b l e  a l s o  provided p r o j e c t i o n s  of  s i m i l a r  da ta  fo r  1980. (P ro je c ­
t io n s  are ex tens ions  of p a s t  t r e n d s ,  and a re  not p r e d i c t i o n s ) .  F igures  
include  g radu a tes .
Comparing p ro jec ted  1980 f ig u re s  with a c tu a l  1960 f i g u r e s  
i n d i c a t e s  tremendous gains fo r  the 20-year pe r iod .
The number of persons 25 years  old and over who w i l l  have 
a t tended  no school a t  a l l  w i l l  be cut  in  h a l f .  Persons a t t e n d in g  
elementary school w i l l  be reduced, in a l l  c a t e g o r i e s :  one to  four yea rs ,
f iv e  to seven y ears ,  and e ig h t  y e a r s .  In c reases  a re  p ro jec te d  fo r  the 
number of persons to  a t t en d  high school fo r  one to th ree  y e a r s :  from
les s  than 20 m i l l io n  in  1960 to  over 27 m i l l io n  in 1980 ( S e r i e s  B 
p r o j e c t i o n ) .  A la rge  in c rease  i s  p ro jec te d  of persons completing one to 
t h re e  years of  c o l l e g e ,  from over e ig h t  m i l l io n  to  over 13 m i l l io n ;  and 
the  number complet ing four  years  of  c o l leg e  i s  p ro jec ted  n e a r ly  to  
doub le .
Gains have a l so  been experienced in  the  numbers of persons 
r e c e iv in g  m a s te r ' s  and d o c t o r ' s  degrees .  Table I I  p r e s e n t s  earned 
degrees by leve l  of degree,  awarded in  the  United S ta t e s  from 1940 to 
1960. Between 1940 and 1960, the  number of b a c h e lo r ' s  and f i r s t  
p r o f e s s io n a l  degrees more than doubled, while  the  number o f  second- level  
and d o c to ra l  degrees about t r i p l e d .
Measured in  terms of  these  d a ta  a lone ,  American consumers a re  
b e t t e r  educated than ever be fo re ,  and f u r th e r  advances a re  expected.  
Business managers can expect  b e t t e r  informed and more a l e r t  consumers in
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TABLE I I




B a c h e lo r ' s  and 





1940 215,521 186,500 26,731 3,290
1942 213,491 185,346 24,648 3,497
1944 141,582 125,863 13,414 2,305
1946 157,349 136,174 19,209 1,966
1948a 318,749 272,144 42,417 4,188
1950 498,586 433,734 58,219 6,633
1952 403,194 331,924 63,587 7,683
1954 358,699 292,880 56,823 8,996
1956 379,641 311,298 59,440 8,903
1960 479,215 394,889 74,497 9,829
aData beginning with 1948 inc lude  Alaska, Hawaii, and Puerto  Rico.
Includes  bache lor  of  a r t s ,  bache lor  of  sc ience ,  and such f i r s t  
p r o f e s s io n a l  degrees as M.D., LL.B., D.D.S., and B.D. Also inc ludes  
c e r t a i n  m a s t e r ' s  degrees when they  c o n s t i t u t e  the  f i r s t  p ro fe s s io n a l  
degree in  t h e i r  r e s p e c t iv e  f i e l d s .
cIneludes  degrees beyond the  b a c h e lo r ’s or  f i r s t  p ro fe s s io n a l  
l e v e l ,  but below the  d o c to r a te .  Does not  include such degrees as  Master 
of L ibrary  Science,  Master  of  Social  Work, Master o f  Business Adminis tra­
t i o n ,  e t c . ,  when these  c o n s t i t u t e  f i r s t  p r o f e s s io n a l  degree.
Source : S t a t i s t i c a l  A bs t rac t  of  the  United S t a t e s , 1958; and
Higher Education,  March, 1958, and December, 1961. Adapted by George A. 
Smith, B us in ess , S o c i e ty , and the I n d i v i d u a l , (Homewood, I l l i n o i s :
Richard D. Irwin,  I n c . ,  1962), p. 647.
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the  f u t u r e .  Not only i s  i t  becoming more d i f f i c u l t ,  because of inc reased  
consumer u n d e rs tan d in g ,  f o r  unscrupulous businessmen to  hoodwink 
consumers, but  f a u l t y  p r a c t i c e s  a re  sooner d iscovered  and b ro ad c as t ,  
r e s u l t i n g  i n  consumer r e t a l i a t i o n  in  the  market  p l a c e .  For the  good of 
both b u s in e s s  and consumers, managers must recogn ize  consumers as 
informed and capable  of  r e t a l i a t i o n .
In fo rm a t ive  va lue  o f  a d v e r t i s i n g . A d v e r t i s in g  has been de f ined  as 
"any paid  form of nonpersonal  p r e s e n t a t i o n  o f  i d e a s ,  goods, or s e r v i c e s
g
by an i d e n t i f i e d  sp o n so r ."  The primary purpose of  t h i s  p r e s e n t a t i o n  
( i n c lu d in g  a l l  the  e f f o r t  p reced ing  the a c t u a l  d i s p l a y  of  the  a d v e r t i s e ­
ment) i s  t o  " s e l l "  th e se  id e a s ,  goods, or s e r v i c e s ,  e i t h e r  f o r  some 
monetary compensation or by convinc ing  the p u b l ic  o f  the d e s i r a b i l i t y  of 
some id e a ,  such as a p o l i t i c a l  p la t fo rm .
In  accomplishing t h i s  o b j e c t i v e ,  a d v e r t i s i n g  serves  to  inform 
consumers i n  a number of ways. F i r s t ,  a d v e r t i s i n g  h e lp s  consumers 
unders tand  how c e r t a i n  goods o r  s e r v i c e s  can s a t i s f y  wants .  I f  t h i s  i s  
not  accomplished, no goods o r  s e r v i c e s  could be so ld ,  and the  a d v e r t i s i n g  
might j u s t  as w el l  be d i s c o n t in u e d .  Second, a d v e r t i s i n g  announces the  
e x i s t e n c e  and c h a r a c t e r i s t i c s  of new or d i f f e r e n t  goods o r  s e r v i c e s ,  a 
most importan t  fu n c t io n  in  th e  economy of  the  United S t a te s  which y ie ld s  
such a l a rg e  number and v a r i e t y  o f  new products  each y ear .  T h ird ,  
th rough a d v e r t i s i n g ,  consumers a re  made aware o f  the  a v a i l a b i l i t y  of  goods
"Report  of the  D e f in i t i o n s  Committee," Jou rna l  of Marketing,  XIII  
(No. 2, 1948), 205.
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and s e r v i c e s :  l o c a t io n s  of  s e l l e r s ,  p r i c e s ,  te rm s,  conveniences ,  open
h ou rs ,  and a s so r tm e n t s .  Fourth ,  a d v e r t i s i n g  informs consumers of the 
p e r s o n a l i t y  o r  s t o r e  image of  the  s e l l e r  in  terms of the  c h a r a c t e r i s t i c s  
o f  the  consumers. Consumers l e a rn  the  s t o r e s  and goods which r e f l e c t  
t h e i r  own p e r s o n a l i t i e s  and which r e s u l t  in  maximum s a t i s f a c t i o n .  One 
has on ly  to  r e f l e c t  on th e  n a t u r a l  u t i l i z a t i o n  o f  newspapers and the 
yellow page s e c t i o n  of te lephone  d i r e c t o r i e s  to  be convinced o f  the 
in fo rm a t iv e  va lue  of a d v e r t i s i n g  in  a l l  the  r e s p e c t s  mentioned above. 
F i n a l l y ,  a d v e r t i s i n g  he lps  make p o s s ib l e  the  mass media, w i th  a l l  t h e i r  
in fo rm a t ive  impact .
Not a l l  a d v e r t i s i n g  i s  designed to  be in fo rm at ive  i n  the  sense of  
p rov id ing  f a c t u a l  d a ta  on l o c a t i o n ,  p r i c e ,  or  s p e c i f i c a t i o n s .  Much 
a d v e r t i s i n g  i s  in tended to  be p e rsu as iv e  o r  merely to  se rve  as a 
reminder .  Even th e se  types  o f  a d v e r t i s i n g  could  be termed in form at ive  in  
c e r t a i n  r e s p e c t s ,  such as  he lp ing  the  consumer decide which brand to  
purchase and making the decis ion-making  p ro ce ss  s h o r t e r .
There i s  some c r i t i c i s m  of  a d v e r t i s i n g  f o r  not  p rov id ing  more 
f a c t u a l  in fo rm a t io n ,  but  i f  th e  primary purpose of  a d v e r t i s i n g  ( t o  s e l l )  
i s  r e c a l l e d ,  much of  t h i s  c r i t i c i s m  i s  m isp laced .  Even so,  improvement 
i s  s t i l l  needed. The argument i s  advanced t h a t  managers are  fo rced  to  
s e l e c t  those  a d v e r t i s i n g  campaigns or  i n d iv id u a l  adv er t i s em en ts  which a re  
known o r  f e l t  t o  be most p ro du c t iv e  in  terms of s a l e s ,  w i thou t  regard  to  
u se fu ln e s s  to  consumers. Some d i s c r e t i o n ,  however, remains to  be 
e x e r c i s e d ,  Vhere f e a s i b l e ,  a d v e r t i s i n g  which h e lp s  consumers to  buy 
w ise ly  should be s e l e c te d .
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Managers should hold as  p a r t  of t h e i r  ph i losophy  t h a t  a d v e r t i s i n g  
' 'must serve to b e n e f i t  consumers wherever p o s s i b l e .  Consumers a re  
o b se rvan t  enough t o  d i s c e r n  such e f f o r t s ,  to  a p p r e c i a t e  them, and to  have 
con f idence  in  the  a d v e r t i s i n g  which r e s u l t s .  Assuming a u s e fu l  p roduc t ,  
long-run  b e n e f i t  to  th e  f i rm w i th  such an a d v e r t i s i n g  ph i losophy  could be 
ex p ec ted .
Changing consumer purchas ing  power. Consumers not  on ly  a re  
becoming b e t t e r  educa ted  and informed,  they a re  a l s o  i n c r e a s in g  t h e i r  
p u rchas ing  power. Consumers w i th  more money to  spend may a t  f i r s t  g lance  
seem e a s i e r  to  p l e a s e ,  s in ce  the  purchases  beyond the  n e c e s s i t i e s  a re  not 
so v i t a l .  But an in c r e a s in g  p o r t io n  o f  income i s  spen t  f o r  those  
p roduc ts  and s e r v i c e s  which a re  not  a b s o l u t e l y  r e q u i r e d  or  fo rce d ,  and in  
the  purchase o f  the  a d d i t i o n a l  i tems,  consumers e x e r c i s e  c o n s id e ra b le  
d i s c r e t i o n  and a re  ab le  to  p ick  and choose.  The end r e s u l t  i s  t h a t  
consumers seem h a rd e r  to  p lea se  a t  the  same time t h a t  t h e r e  i s  in c reased  
co m p e t i t io n  among a l t e r n a t i v e  pu rchases ,  to  say no th ing  of s i g n i f i c a n t  
encouragement to  save the  e x t r a  income e n t i r e l y .  This i s  an a d d i t i o n a l  
reason  why managers of  bu s in ess  f i rms must devote primary a t t e n t i o n  to 
consumers and t h e i r  needs.
Various measures o f  the  in c reased  purchas ing  power o f  United 
S t a t e s  consumers may be used .  Gross n a t i o n a l  p roduc t  i s  the  t o t a l  goods 
and s e r v i c e s  produced in  the  United S t a t e s .  Na t iona l  income i s  the  t o t a l  
income from a l l  sou rces  inc lud in g  employee compensation, c o rp o ra te  
p r o f i t s ,  and o th e r  income. P e rsona l  income i s  th e  income rece iv e d  from 
wages, s a l a r i e s ,  d iv id en ds ,  r e n t  i n t e r e s t ,  b u s in e ss  and p r o f e s s i o n s ,
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s o c i a l  s e c u r i t y ,  and farming.  D isposable  p e rso n a l  income i s  t h a t  which 
i s  l e f t  a f t e r  tax  and nontax payments, and which i s  a v a i l a b l e  f o r  pe rsona l  
consumption e x p e n d i tu re s  and sav in gs .
Table I I I  i n d i c a t e s  the  changes which have taken p lac e  in  the  
above items between 1950 and 1963, bo th  in  c u r r e n t  and c o n s ta n t  (1954) 
d o l l a r s ,  on a per  c a p i t a  b a s i s .  P r a c t i c a l l y  ev e ry  subsequent  year  
r e p r e s e n t s  an in c re ase  ove r  the  p reced ing  y e a r ,  even in terms o f  c o n s ta n t  
d o l l a r s ;  t h a t  i s ,  c u r r e n t  d o l l a r s  a d ju s te d  by a p r i c e  index.  In terms of  
1954 d o l l a r s ,  pe r  c a p i t a  d i sp o sa b le  p e rso n a l  income in c re ased  from $1,523 
i n  1950, to  $1,873 in  1963, almost a 23 per c en t  i n c re a s e  i n  13 y e a r s .  
Persona l  consumption e x p e n d i tu re s  in c re a sed  over 21 per c e n t  ( i n  1954 
d o l l a r s )  in  the  same span of t ime. Consumers a re  e a rn in g  and spending 
more.
Another meaningful  way o f  i n d i c a t i n g  the  i n c r e a s in g  purchas ing  
power o f  U.S. consumers i s  t o  show how f a m i l i e s  and u n r e l a t e d  i n d iv i d u a l s  
a re  c l imbing to  h igher  income l e v e l s .  Table IV p o r t r a y s  s e v e ra l  income 
l e v e l s  and i n d i c a t e s  what per  cen t  of  the  f a m i l i e s  and u n r e l a t e d  in d iv i d ­
u a l s  were in  each income le v e l  from 1947 to  1962. To make fo r  more 
a cc u ra te  comparisons,  d a ta  a re  p resen ted  in  c o n s ta n t  (1962) d o l l a r s .
Severa l  i n t e r e s t i n g  o b s e r v a t io n s  can be made. In g e n e r a l ,  the 
pe r  cen t  of  f a m i l i e s  and u n r e l a t e d  i n d iv i d u a l s  in  lower income l e v e l s  
d e c l in e d ,  whi le  the  p e r  c en t  o f  f a m i l i e s  and u n r e l a t e d  i n d i v i d u a l s  in  the  
h ig h e r  income l e v e l s  i n c r e a s e d .  In 1947, 32 per  cen t  o f  the  t o t a l  number 
o f  f a m i l i e s  had incomes o f  under $3,000, and i n  1962, only  20 pe r  cen t  of  
th e  f a m i l i e s  had such low incomes. Only 11 per  cen t  of f a m i l i e s  had
TABLE I I I
PER CAPITA INCOME AND PRODUCT FOR SELECTS) ITQ«S IN CURRENT AND CONSTANT
(1954) DOLLARS: 1950 t o  1963
Item 1950 1955 1958 1959 1960* 1961 1962 1963
C urren t  D o l la r s  
Gross N at iona l  Product 1,876 2,405 2,553 2,726 2,782 2,820 2,974 3,091
N at iona l  Income 1,595 1,998 2,110 2,262 2,294 2,319 2,431 2,527
Pe rso n a l  Income 1,506 1,877 2,069 2,168 2,221 2,272 2,369 2,446
Disposab le  P e rso na l  Income 1,369 1,661 1,826 1,904 1,937 1,983 2,060 2,126
P e rso n a l  Consumption Expendi tu res 1,286 1,555 1,684 1,771 1,817 1,833 1,904 1,971
Constant  (1954) D o l l a r s  
Gross N a t io na l  P roduc t 2,097 2,376 2, 304 2,420 2,436 2,437 2,544 2,604
D isposab le  Pe rso na l  Income 1,523 1,654 1,701 1,755 1,759 1,786 1,841 1,873
P e rso na l  Consumption Expendi tures 1,430 1,549 1,569 1,632 1,650 1,651 1,702 1,737
♦Beginning I960, inc lu d es  Alaska and Hawaii.
Source:  S t a t i s t i c a l  A b s t r a c t  of  th e  United S t a t e s ,  1964, p. 324.
TABLE IV
MONEY INCCME—PERCENT DISTRIBUTION OF FAMILIES AND 
UNRELATED INDIVIDUALS, BY INCOME LEVEL IN 
CONSTANT (1962) DOLLARS: 191+7 to  1962
Income Level ( P e rc e n t D i s t r i b u t i o n )
I tem and Year





















1947 100 32 32 18 11 7 $4,117
1950 100 32 31 19 12 6 4,188
1955 100 25 25 24 17 7 2 5,004
1959* 100 22 21 23 20 10 4 5,631
1960 100 21 20 23 21 11 4 5,759
1961 100 21 20 22 21 11 5 5,820
1962 100 20 19 22 21 13 5 5,956
U nre la ted  I n d i v i d u a l s  
1947 100 78 16 4 2 1,366
1950 100 75 19 5 1 1,385
1955 100 72 19 8 1 ----- 1,497
1959* 100 69 18 11 1 1 1,649
1960 100 67 19 13 1 ----- 1,786
1961 100 66 17 14 2 1 1,792
1962 100 66 16 15 2 1 1, 753
♦Beginning 1959, in c lu d e s  Alaska and Hawaii.
Source:  S t a t i s t i c a l  A b s t r a c t  of the  United S t a t e s ,  1964, p.  339.
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incomes o f  from $7,000 to  $9,999 in  1947, bu t  by 1962 t h i s  per  cen t  had 
in c reased  t o  21. Two income c l a s s i f i c a t i o n s  were combined in  the  t a b l e  
fo r  u n r e l a t e d  i n d iv i d u a l s ,  $ 5 ,000 -$6 ,999 and $ 7 ,0 0 0 -$ 9 ,999. The per  cen t  
of  u n r e l a t e d  i n d iv i d u a l s  who had incomes in  th e s e  two l e v e l s  combined was 
four  in  1947, bu t  t h i s  had in c reased  to  15 per  cen t  in 1962.
Table IV a l s o  i n d i c a t e s  th e  i n c r e a s e  in  median income from 1947 to 
1962, from $4,117 to  $5,956 fo r  f a m i l i e s ,  and from $1,366 to  $1,753 f o r  
u n r e l a t e d  i n d i v i d u a l s .  The median income fo r  u n r e l a t e d  i n d iv id u a l s  
a c t u a l l y  decreased  from $1,792 in  1961 t o  $1,753 in  1962, but  a l l  o th e r  
y ea rs  showed i n c r e a s e s .
Through consumer c r e d i t ,  a l s o ,  consumers have seen t h e i r  
p u rchas ing  power in c r e a s e d .  Since World War I I ,  consumer c r e d i t  has 
expanded by many t im es .  Many f a c t o r s  have c o n t r ib u te d  t o  the  g r e a t l y  
in c re a sed  use of  consumer c r e d i t .  Some of  th e s e  f a c t o r s  a r e :  (1)
in c re a s e  in  r e a l  income experienced by Americans, (2)  more l e i s u r e  time,
(3)  b e t t e r  ed u ca t io n ,  (4)  more people  l i v i n g  in  t h e i r  own homes, (5) 
pen t-up  demand fo l low ing  World War I I ,  (6)  h ig h e r  p r i c e s ,  (7)  increased  
ownership of d u rab le s ,  p a r t i c u l a r l y  au tom obi les ,  and (8)  changes in  the  
c r e d i t  system, i t s e l f ,  such a s ;  ( a )  use  of  i n s t a l l m e n t  c r e d i t  in  au to ­
mobile pu rch ases ,  (b)  e a s i e r  terms on conven t iona l  loans ,  (c)  expansion 
of  i n s t a l l m e n t  c r e d i t  t o  s o f t  goods and s e r v i c e s ,  (d)  development of 
r e v o lv in g  c r e d i t  p l a n s ,  ( e )  development of  charge-accoun t  banking p lan s ,  
( f )  use o f  bank c h e c k -c r e d i t  p lan s ,  and (g) e x te n s io n  of p e rso n a l  loans
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to  f inance  e d u c a t io n ,  t r a v e l ,  and o t h e r  se rv ice s .®
The e x t e n t  of  th e  in c re ase  in  consimer c r e d i t  can be seen by 
making r e f e r e n c e  to  Table V, which i n d ic a t e s  the  volume of consumer 
c r e d i t  by major types from 1940 to  1962, In  the  20-year  p e r io d ,  
1940-1960, consumer c r e d i t  in c reased  by more than  s i x  t im es ,  from over 
e i g h t  b i l l i o n  d o l l a r s  a t  the  end o f  1940 to  over 56 b i l l i o n  d o l l a r s  a t  
the  end of 1960. By f a r  the  g r e a t e s t  in c r e a s e  was due to  the  expansion 
o f  i n s t a l lm e n t  c r e d i t .
With inc reased  r e a l  income and the o p p o r tu n i ty  to  u t i l i z e  eased 
c r e d i t ,  consumers a re  i n  a most e n v ia b le  p o s i t i o n .  I n f l a t i o n  and 
unemployment co n t in u e  to  be problems, but  consumers in  genera l  a re  in  
b e t t e r  c o n d i t i o n ,  f i n a n c i a l l y ,  than  ever b e fo r e .  Managers must f e e l  
themselves somewhat r e s p o n s ib l e  f o r  t h i s  achievement and f o r  c o n t in u a t io n  
of the  t r e n d .
Consumer c o o p e r a t i o n . Consumers may o rg a n iz e ,  own, and ope ra te  
v o lu n ta ry  a s s o c i a t i o n s  f o r  the  purpose of f u l f i l l i n g  t h e i r  needs fo r  
goods and s e r v i c e s .  The f i r s t  wel l- founded  consumer coopera t ive  s o c ie ty  
was the  Rochdale Soc ie ty  o f  E qu i tab le  P io n e e r s ,  formed in  Rochdale, 
England, in  1844. The b a s ic  p r i n c i p l e s  upon which t h i s  o r g a n iz a t i o n  was 
founded a r e ;  (1)  open membership, (2) democrat ic  c o n t r o l ,  (3) s a l e  a t  
p r e v a i l i n g  p r i c e s ,  (4)  pa tronage  d iv id e n d s ,  (5 )  l im i te d  i n t e r e s t  on 
c a p i t a l  inves tm ent ,  (6)  s a l e s  fo r  cash ,  and (7)  e d u c a t io n a l  a c t i v i t i e s .
Q
Changes in  th e  c r e d i t  system summarized from Board o f  Governors 
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1940 8,338 5,514 800 1,471 553
1945 5,665 2,462 746 1,612 845
1947 11,570 6,695 1,356 2,353 1,166
1950 21,395 14,703 1,821 3,291 1,580
1955 38,830 28,906 3,002 4,795 2,127
1959* 51,542 39,245 4,129 5,104 3,064
1960 56,028 42,832 4,507 5,329 3,360
1961 . 57,678 43,527 5,136 5,324 3,691
1962 63,458 48,243 5,579 5,642 3,994
♦Beginning January and August, 1959, inc ludes  Alaska and Hawaii, 
r e s p e c t iv e ly .
Source:  Robert  H. Cole and Robert S. Hancock, Consumer and
Commercial C re d i t  Management ( r ev i se d  e d i t i o n ;  Homewood, I l l i n o i s :  
Richard D. I rwin ,  I n c . ,  1964), p. 44.
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Though consumer co o p e ra t iv e s  have experienced some success  in 
B r i t a i n  and c e r t a i n  o ther  c o u n t r i e s ,  t h e i r  growth and importance in  the  
United S t a te s  has not  been very s i g n i f i c a n t .  They a re  mentioned here 
more fo r  t h e i r  p o t e n t i a l  t h r e a t  to  managers of conven t iona l  business  
f i rm s .  Were o th e r  types of  bu s iness  o rg a n iz a t io n s  t o  begin to  o pe ra te  in  
a s e r i o u s l y  q u es t io n a b le  manner, consumer coopera t ives  could assume much 
g r e a t e r  importance than they  p r e s e n t l y  have.  The r e p o r t in g  a c t i v i t i e s  of 
Consumers’ Research-and Consumers' Union could a l s o  g r e a t l y  expand under 
c e r t a i n  c o n d i t i o n s ,  such as an inc rease  in  the  d e s i r e  fo r  independent 
r e p o r t s  on product  s p e c i f i c a t i o n s  and c h a r a c t e r i s t i c s .
I I I .  SPECIAL CONSIDERATIONS
L e g i s l a t i o n  P r o t e c t in g  Consumers
S ta te  and Federa l  laws e s t a b l i s h  minimum s ta nd ards  of conduct for  
bu s in ess  managers. In g e n e ra l ,  the laws r e p r e s e n t  the wishes of  the 
m a jo r i t y ,  a t  l e a s t  a t  the  time the laws were f i r s t  passed .  J u s t i c e  i s  
done through adherence to  and enforcement o f  the  laws.
Business managers, p a r t i c u l a r l y  managers of la rge  e n t e r p r i s e s  
because of  t h e i r  in f lu en ce  in s e t t i n g  the example, have the r e s p o n s i b i l ­
i t i e s  of unders tanding  and abid ing  by the laws and of in f lu e n c in g  the 
passage o f  f a i r  laws and the  r e p e a l  o f  u n f a i r  laws. At t im es ,  under­
s tand ing  or  ab id ing  by c e r t a i n  laws or  p rov is io n s  seems im poss ib le ,  but 
where a cho ice  i s  open, adherence to  the  law i s  expected .  There a re  
some in s tan c es  concerning the  law where a d e f i n i t i v e  answer of  what i s  or  
i s  no t  l e g a l  does not e x i s t ;  in  such in s ta n c e s ,  d e c i s io n s  have to  be
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reached one way or  an o th e r .  Such d e c i s io n s  must be f a i r  ones ,  and may 
be reached by a good unders tand ing  of th e  background and purpose of the  
law in  q u e s t io n .
The laws under c o n s i d e r a t i o n  here  p r o t e c t  consumers in  two ways: 
(1)  by p ro v id in g  a l e g a l  framework t o  ensu re  proper  fu n c t io n in g  of the  
com pe t i t ive  economic p ro c e s s ,  and (2 )  by c o n t r o l l i n g  d ecep t ive  
com pe t i t ive  a c t s  o r  p r a c t i c e s . ^
Se lec ted  Federa l  r e g u l a t i o n s  p r o t e c t i n g  consumers. A r a t h e r  
la rg e  number o f  laws p r o t e c t i n g  consumers have been passed .  Some of 
th e se  a c t s  a re  l i s t e d  below, a long w ith  major p ro v i s io n s  in  some 
i n s t a n c e s ,  in  ch ro n o lo g ica l  o r d e r .  This o u t l i n e  should i n d ic a t e  the  
minimum performance expected o f  b u s in e s s  managers.
1890 - Sherman A n t i t r u s t  Act
P r o h i b i t s  monopolies o r  a t t em p ts  to  monopolize,  and 
p r o h i b i t s  decep t ive  p r a c t i c e s  which i n ju r e  a com pet i to r  or 
the  consumer.
1906 - Pure Food and Drug Act
P r o h i b i t s  the  a d u l t e r a t i o n  and misbranding o f  foods 
and drugs i n  i n t e r s t a t e  commerce.
1907 - Meat In s p e c t io n  Act
1914 - Clayton Act
P reven ts  p r i c e  d i s c r im i n a t io n ,  ty in g  c o n t r a c t s ,  and 
e x c lu s iv e  d e a l in g  arrangements  where the  e f f e c t  might be 
s u b s t a n t i a l l y  to  l e s se n  com pe t i t ion  or  tend to  c r e a t e  a 
monopoly.
1914 -  Federa l  Trade Commission Act
E s tab l i sh ed  t h e  Federa l  Trade Commission, which was 
g iven c o n t r o l  over  laws a f f e c t i n g  u n f a i r  methods o f  
c o m p e t i t io n .
^ M a r s h a l l  C. Howard, Legal Aspects  of Market ing (New York: 
McGraw-Hill Book Company, I n c . ,  1964), p. 2.
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1916 -  Revenue Act
1918 -  Webb-Pomerene Export Trade Act
Exempts v o lu n ta ry  t r a d e  a s s o c i a t i o n s  from the  
Sherman Act.
1920 - Merchant Marine Act
1921 - Packers  and Stockyards Act
1922 -  Capper-Volstead Act
1926 -  Cooperat ive  Marketing Act
1930 -  T a r i f f  Act
D ecla res  unlawful  u n f a i r  methods of com pe t i t ion  and 
u n f a i r  a c t s  in  th e  im p o r ta t io n  o f  a r t i c l e s  where the  e f f e c t  
or tendency i s  to  d e s t r o y  or s u b s t a n t i a l l y  i n ju r e  an 
in d u s t r y  or to  r e s t r a i n  or  monopolize t r a d e .
1932 -  McGuire-Keogh F a i r  Trade Enabling Act
Perm its  nonsigner  p ro v i s io n s  of s t a t e  f a i r  t r a d e  laws.
1933 - S e c u r i t i e s  Act of 1933
P r o t e c t s  p o t e n t i a l  i n v e s t o r s  a g a in s t  decep t ions  
involved in  new i s su e s  of  c o rp o r a te  s e c u r i t i e s .
1933 - Banking Act
1933 - A g r i c u l t u r a l  Marketing Agreement Act
1934 -  F isherm an 's  C o l l e c t i v e  Marketing Act
1934 -  Sea Food Act
1934 - S e c u r i t i e s  and Exchange Act
E s ta b l i sh e d  the  S e c u r i t i e s  and Exchange Commission. 
Stock Exchanges, d e a l e r s  and b ro k e r s ,  and l i s t e d  s e c u r i t i e s  
a re  r e q u i r e d  to  be r e g i s t e r e d .  P r o h i b i t s  market poo ls ,  
wash s a l e s ,  and the  d i s se m in a t io n  of  f a l s e  and m is lead ing  
in fo rm a t ion .
1935 -  Federa l  Alcohol  A d m in is t r a t io n  Act
1936 - Robinson-Patman Act
Decla res  i t  unlawful  to  d i s c r im in a t e  in  p r i c e  between 
d i f f e r e n t  p u rch a se r s  of l i k e  grade and q u a l i t y ,  where the  
e f f e c t  of  such d i s c r im i n a t io n  may be s u b s t a n t i a l l y  to l e s se n  















competi t ion  w ith  the  person  who knowingly g ran ts  or 
r ec e iv e s  the  b e n e f i t s  of  such d i s c r im in a t io n  or  with  
customers of  e i t h e r  of  them.
Mil le r-Tydings  Act
Enables a f irm in one s t a t e  to  f a i r - t r a d e  i t s  products  
in  o th e r  s t a t e s  w i th  f a i r - t r a d e  laws.
Wheeler-Lea Amendment to  the  Federa l  Trade Conmission Act 
Outlaws u n f a i r  o r  deceptive  a c t s  or p r a c t i c e s  in  
coomerce. Enables the  Federa l  Trade Conmission to  f i l e  
cases withou t  proof  t h a t  competi t ion  has been a f f e c t e d .
Food, Drug, and Cosmetic Act
P r o h i b i t s  the  shipment of u n san i ta ry  and poisonous 
food p roducts ,  and r e q u i r e s  t e s t i n g  o f  drugs.
Malony Act
Regulates  t r ad in g  in  o v e r - th e -c o u n te r  s e c u r i t y  markets .
Chandler Bankruptcy Act
Wool Products  Labeling Act
Requires  t h a t  l a b e l s  show the kind and percentage  of 
each type of  wool used in  the  p roduct .
P ub l ic  U t i l i t y  Holding Company Act
Trust  Indenture  Act
Investment Companies and Investment Advisers Act
McCarran Act
Lanham Trademark Act
Contro ls  trademarks which are  d ecep t ive ,  immoral, or  
scandalous;  which have been obtained  f r a u d u le n t ly ;  or which 
a re  in  v i o l a t i o n  of o ther  p ro v is io n s  of  the a c t .
A n t i r ac k e tee r in g  Act
Celler -Kefauver  Amendment to  the  Clayton Act
Declares  i l l e g a l  the a c q u i s i t i o n  of a s s e t s  and s tock  
where the  e f f e c t  may be to  l essen  com peti t ion  or tend to  
c re a te  a monopoly.
1951 - Fur Products  Labeling Act
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1952 -  McGuire Act
Permits  a manufacturer  in  i n t e r s t a t e  commerce to  agree 
with  one r e t a i l e r  on th e  r e t a i l  p r i c e ,  and a l l  o th e r  r e t a i l e r s  
who rec e iv e  proper  n o t i f i c a t i o n  a re  a l s o  bound to  s e l l  a t  
t h a t  p r i c e ,
1953 -  Flammable Fab r ics  Act
1957 -  P o u l t ry  Products  In sp e c t io n  Act
1958 -  T e x t i l e  F iber  Products I d e n t i f i c a t i o n  Act 
1958 - Automobile Informat ion  D isc losure  Act 
1958 - Federal A via t ion  Act
1958 - Food Addi t ives  Act
1960 - Federal  Hazardous Substances Labeling Act
1962 -  Amendment t o  th e  Food, Drug, and Cosmetic Act
S ta te s  t h a t  a new drug may not be marketed i f  the 
proposed l a b e l in g  i s  f a l s e  or  m is leading  in  any p a r t i c u l a r .  
Requires l a b e l in g  to  keep c u r r e n t  with  new evidence 
concerning the drug ,  and t h a t  complete information  be 
included on the labe l  in  e a s i l y  read type.
S ta t e  r e g u la t io n s  p r o t e c t i n g  consumers. There are  a number of 
s t a t e  a c t s  or o ther  r e g u la t i o n s  p r o t e c t i n g  consumers which should be 
mentioned. Since s im i la r  a c t s  were passed in d i f f e r e n t  s t a t e s  a t  
varying d a te s ,  the  a c t s  cannot be l i s t e d  in  a meaningful chrono log ica l  
sequence. Therefore ,  th e re  i s  no p a r t i c u l a r  s ig n i f ic a n c e  in the o rder  
in which these  s t a t e  r e g u la t io n s  are  l i s t e d :
1. C o n s t i tu t io n a l  p ro v i s io n s  a g a in s t  t r u s t s  or monopolies a re
p re sen t  in  about h a l f  the s t a t e s .
2. There a re  laws a g a in s t  combinations,  c o n s p i r a c ie s ,  or r e s t r a i n t s
of t r a d e .
3. Uniform Sales  Acts s tan da rd ize  the  laws d ea l ing  with  the  sa le
o f  goods.
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l*. P r i n t e r s '  Ink S t a t u t e s ,  found in  most s t a t e s ,  p rev en t  s ta tem en ts
in  a d v e r t i s i n g  which a re  u n t ru e ,  d e c e p t iv e ,  o r  m is le ad in g .
5. Resale  P r i c e  Maintenance Laws ( F a i r  Trade Laws) a l low  producers
to  s p e c i f y  th e  r e s a l e  p r i c e  of  t h e i r  goods.
6 . Unfa ir  Trade P r a c t i c e s  Acts  r e g u l a t e  p r i c e s  a t  which r e t a i l e r s
may s e l l  and r e g u l a t e  o t h e r  a c t i v i t i e s .
7. Green R iver  Ordinances p r o h i b i t  d o o r - to -d o o r  s e l l i n g .
8 . Blue Laws p r o h i b i t  s e l l i n g  on Sunday.
9. T rad ing  Stamp Laws p r o h i b i t  o r  r e s t r i c t  the  use of t r a d i n g
stamps.
These Federa l  and s t a t e  r e g u l a t i o n s ,  in  p r e s c r i b i n g  leg a l  
s ta n d a rd s  o f  conduct ,  g ive  a  sense  of d i r e c t i o n  to  b u s in e s s  behav io r .  
Threa t  of f u r t h e r  r e g u l a t i o n  s t i m u l a t e s  managers t o  avoid a c t i v i t i e s  
which would tend to  b r in g  on such l e g i s l a t i o n ,  and to  engage in  those  
a c t i v i t i e s ,  such as  s e l f - r e g u l a t i o n ,  which would o b v ia t e  th e  need fo r  
more r e s t r i c t i o n s .  Managers do have c h o ic es ,  in  r e g u l a t i n g  themselves 
o r  making themselves  s u b je c t  to  f u r t h e r  government r e g u l a t i o n .  Not only 
might the  e x t e r n a l  r e g u l a t i o n  be u n su i ted  to  th e  needs of the  b u s in e s s ,  
but  even the  most f a i r  r e g u l a t i o n s  a re  sometimes d i f f i c u l t  to  comply 
w i th ,  because o f  numerous r e p o r t s  to  governmental  a g e n c ie s ,  t roublesome 
p r o v i s i o n s ,  and v a ry ing  c o u r t  i n t e r p r e t a t i o n s .  Managers should conduct 
t h e i r  b u s in e ss  a c t i v i t i e s  in  such ways as t r u l y  to  r e p r e s e n t  the  b e s t  
i n t e r e s t s  of  consumers; t h i s  w i l l  r e s u l t  in maximum long-run  b e n e f i t  f o r  
b u s in e s s ,  as w e l l .
Law a p p l i e s  only i n  those  a re a s  where i t  can be e n fo rced .  Many 
a c t i v i t i e s  which a re  n o t  covered by laws a re  n e v e r t h e l e s s  u n d e s i r a b l e  
from the  s t a n d p o in t  o f  s o c i e t y ,  and laws c e r t a i n l y  do not  ensure  optimal 
behav io r .  D i f f i c u l t i e s  n a t u r a l l y  a r i s e  in i n t e r p r e t i n g  managerial
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r e s p o n s i b i l i t y  in  these  grey a re a s  of  bus iness  a c t i v i t i e s .  The remainder 
o f  t h i s  c h a p te r  w i l l  t r e a t  s e l e c te d  problems r e l a t i n g  to  managers and 
consumers.
A d v e r t i s in g
Business  managers i n h e r e n t l y  r e p r e s e n t  a l l  bu s in e ss  through t h e i r  
a d v e r t i s i n g .  A d v e r t i s in g  may be the  c l o s e s t  c o n ta c t  w i th  p a r t i c u l a r  
b u s in e ss  f i rm s t h a t  consumers have.  Buying d e c i s io n s  a re  based on 
a d v e r t i s i n g .  A d v e r t i s in g  he lp s  make the v a r io u s  media p o s s ib l e .  Over
$13 b i l l i o n  was spen t  fo r  a d v e r t i s i n g  in  1963.
The c o nc lu s io n  was reached e a r l i e r  in  t h i s  c h a p te r  t h a t
a d v e r t i s i n g  should be made as in fo rm a t iv e  as p o s s i b l e ,  and s t i l l  s e l l .
S ta tem ents  made in  a d v e r t i s i n g  should be e n t i r e l y  t r u t h f u l .  Misleading 
s t a te m e n t s ,  h a l f - t r u t h s ,  and obvious fa lsehoods  should be avoided.  When 
neg a t iv e  a s p e c t s  of a p ro d u c t ,  such as  a poisonous n a tu r e ,  a re  not  
g e n e r a l l y  known, these  u n d e s i r a b le  q u a l i t i e s  should be included  in the  
a d v e r t i s i n g .
A d v e r t i s e r s  sometimes have the  o p p o r tu n i ty  to  in f lu en ce  the 
e d i t o r i a l  con ten t  of  media. This  t em p ta t ion  should be s t r i c t l y  avoided. 
Such a c t i v i t i e s ,  w hi le  u n e th i c a l  to  s t a r t  w i th ,  a r e  sure  to  be found out 
by the p u b l ic .  The r e s u l t  would be the  lo s s  of confidence  in the 
e d i t o r i a l  independence and v e r a c i t y  of the media.
Though t a s t e  i s  in  many r e s p e c t s  an in d iv id u a l  m a t t e r ,  th e re  a re  
more numerous i n s t a n c e s  in  which t a s t e  r e p r e s e n t s  a c o l l e c t i v e  q u e s t io n .  
At l e a s t  two major q u e s t io n s  have to  be answered. One i s  should 
a d v e r t i s i n g  be so d i r e c t e d  as to  avoid o f fen d in g  the  s e n s i b i l i t i e s  of  a t
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l e a s t  most people? Hie answer i s ,  yes .  No a d v e r t i s i n g  appeal  which uses 
q u e s t io n a b le  con ten t  i s  so v a s t ly  su p e r io r  t h a t  a more t a s t e f u l  
a l t e r n a t i v e  i s  not a v a i l a b l e .
The o th e r  major q u e s t io n  concerning t a s t e  in  a d v e r t i s i n g  i s ;  to  
what e x t e n t  a re  a d v e r t i s e r s  r e s p o n s ib le  f o r  improving the  a e s t h e t i c ,  
moral ,  o r  u t i l i t a r i a n  v a lu e  of t e l e v i s i o n  programs sponsored? Deciding 
what the  r e s p o n s i b i l i t i e s  o f  a l l  o th e r s  a re  in  t h i s  regard  would be 
h e l p f u l ,  i f  i t  were p o s s ib l e .  Even a l im i te d  a n a l y s i s  r e v e a l s  t h a t  
sponsors  do have some in f lu e n c e ,  and t h i s  in f lu e n c e  would appear to  be 
wel l  d i r e c te d  i f  app l ied  t o  in c re a s in g  the  a e s t h e t i c ,  moral ,  o r  
u t i l i t a r i a n  va lue  o f  programs when a choice  i s  a v a i l a b l e .  This does not 
mean t h a t  a d v e r t i s e r s  should sponsor t e l e v i s i o n  programs wnich no one 
watches j u s t  because th e  programs a re  t a s t e f u l .
Innova t ion
American consumers seem to  have a c o n s id e ra b le  a p p e t i t e  fo r  new 
and d i f f e r e n t  p ro d u c ts .  Business  f i rms are  q u i t e  a c t iv e  i n  s a t i s f y i n g  
t h i s  a p p e t i t e .  A g r e a t  p ro p o r t io n  of the  p roduc ts  so ld ,  say,  in  1964, 
was not  even in  e x i s t e n c e  f iv e  or  t en  years  ago. S im i l a r ly ,  the p roducts  
to  be so ld  by a f irm te n  years  from now may not  now even be conceived.
The American people seem to  want new and d i f f e r e n t  p ro du c ts ,  but they do 
not  know which ones. As a r e s u l t ,  perhaps n in e  o u t  of  t e n  new products  
never  r e t u r n  a p r o f i t .
Considerab le  sums o f  money, p r i v a t e  and p u b l ic ,  a re  devoted to  
r e s e a r c h  and development. New products  r e s u l t ,  some u s e f u l ,  some not  so 
u s e f u l .  But some improvement seems w arran ted .  The emphasis in product
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changes, fo r  i n s t a n c e ,  should be on improvements i n  q u a l i t y  and/or  s t y l e  
or  r e d u c t io n s  in  c o s t  r a t h e r  than  u s e l e s s  gimmicks designed only to  
in c re ase  s a l e s  in  th e  sh o r t  run .  Improved m anufactur ing  p ro cesses  a re  
encouraged where they  reduce c o s t s ,  but  not  where they r e s u l t  in  s i g n i f ­
i c a n t  q u a l i t y  d e t e r i o r a t i o n .  Planned p h y s ic a l  obso le scen ce ,  wherever i t  
e x i s t s ,  has no j u s t i f i c a t i o n  a t  a l l  because i t  would r e s u l t  in m is a l lo c a -  
t i o n  o f  consumer r e so u rce s  c o n t r a r y  to t h e i r  d e s i r e s .  New " c u re s ” which 
a re  no b e t t e r  than  u s e l e s s  "cu re s"  a l r e ad y  e s t a b l i s h e d  a re  not warran ted .  
More consumer r e s e a r c h > to de termine  what consumers a re  l i k e  and what 
p roduc ts  they want, should be undertaken to  make b e t t e r  d e c i s io n s  on the  
products  to  be produced.
IV. SIWMARY
The conclus ion  has been developed in  t h i s  c h ap te r  t h a t  bus iness  
managers must regard  t h e i r  pr imary purpose as being the  s a t i s f a c t i o n  of 
consumer wants .  Taking advantage of consumers for  the  sake o f  a 
s h o r t - r u n  ga in  i s ,  indeed,  s h o r t s i g h t e d .  Consumers have l i t t l e  d i f f i c u l t y  
in  recogn iz ing  and remembering m is ta k e s ,  i f  not  b e fo re ,  a t  l e a s t  a f t e r ,  
they a re  made. The marketing concept has been p resen ted  as a c lose  
approximation to  the  a t t i t u d e  managers should take  toward consumers.
This  a t t i t u d e  does not mean abandonment of  the  p r o f i t  motive; in s t e a d ,  
i t s  adoption  should r e s u l t  in  g r e a t e r  p r o f i t s  in  th e  long run.
P lac in g  the  consumer in a dominant r o l e  a id s  d e c i s io n  making in 
h a rd - to -d e c id e  ca se s .  M a t te r s  can be analyzed w i th in  t h i s  framework.
I f ,  fo r  in s ta n c e ,  a f u r n i t u r e  r e t a i l e r  i s  aware t h a t  th e  u ph o ls te ry  on a 
c e r t a i n  c h a i r  i s  s u b je c t  to  be ing permanently s t a in e d  by c o f f e e ,  what
a c t io n  should he take? Consumers would n o t  g e n e ra l ly  be aware of  the  
e x i s te n ce  of  such a m a te r i a l  and should be allowed to  purchase a c h a i r  
u ph o ls te red  with i t  only with t h i s  knowledge. Several  a c t io n s  by the  
r e t a i l e r  might be undertaken.  Such m a te r i a l  might not be used a t  a l l .  
Salesmen might be cautioned to p o in t  out  t h i s  n eg a t iv e  f e a tu r e  to  
customers before  f i n a l  s a le  i s  made. A d v e r t i s in g  claims should not 
inc lude  a s ta tement  to  the  e f f e c t  t h a t  the m a te r i a l  i s  easy  to c lean ,  
warning tag  might be a t t a c h ed  to  each product  upho ls te red  w ith  t h i s  
m a t e r i a l .  Other ques t ions  can be analyzed in  a s im i l a r  manner.
Another pub l ic  w ith  which managers must deal  i s  the employees 
of the  f i rm. The next c h a p te r  ex p lo re s  managers'  r e s p o n s i b i l i t i e s  to  
employees.
CHAPTER V
MANAGERIAL RESPONSIBILITIES TO AND FOR EMPLOYEES
Employees c o n s t i t u t e  a major group to  which managers are  s o c i a l l y  
r e s p o n s i b l e .  The approach used in  t h i s  c h a p te r  to  exp lo re  the  n a tu re  of 
the  r e s p o n s i b i l i t i e s  i s  to  s e l e c t  s e v e ra l  of the  most i n t e r e s t i n g  a reas  
fo r  t r e a tm e n t .  F i r s t ,  the  needs of employees a re  enumerated and p o s s ib l e  
means of meeting these  needs a re  p rov ided .  Second, l e g i s l a t i o n  concern­
ing the  r e l a t i o n s h i p  between employers and employees i s  o u t l i n e d .  Third ,  
one s e c t i o n  t r e a t s  the  a t t i t u d e  managers might take  toward labor  unions 
and the  e s t a b l i s h m e n t  of a s a t i s f a c t o r y  working r e l a t i o n s h i p  between the 
two groups .  F i n a l l y ,  a s e c t i o n  i s  devoted to  the problem c rea ted  by 
t e c h n o lo g ic a l  change as exem p l i f i ed  by automation,  and p o s s ib l e  remedies 
a re  sugg es ted .
I .  MANAGERS AND EMPLOYEE NEEDS
The needs of employees of c o rp o r a t io n s  a re  the  needs of a l l  
Americans, inc lu d in g  managers of  those  c o rp o r a t io n s .  Managers, however, 
make the d e c i s i o n s  which determine  the s a t i s f a c t i o n  o f  the  needs of  t h e i r  
su b o rd in a te s ,  as w el l  as s a t i s f a c t i o n  of t h e i r  own needs.  Managers a lso  
have b e t t e r  o p p o r t u n i t i e s  to  s a t i s f y  c e r t a i n  of t h e i r  needs than do 
employees. In many r e s p e c t s  and to  a l a rg e  degree ,  i t  i s  to  t h e i r  




What s p e c i f i c  needs do employees have? Many l i s t s  have been 
sugges ted ,  but  th e re  i s  no r e a l l y  "complete’' l i s t .  McGregor has 
p resen ted  a group of s i m p l i f i e d  g e n e r a l i z a t i o n s  about m o t iv a t io n ,  in 
which he d e s c r i b e s  se v e ra l  b a s ic  needs:  (1)  p h y s i o l o g ic a l ,  (2) s a f e ty ,
(3)  s o c i a l ,  (4)  e g o i s t i c ,  and (5)  s e l f - f u l f i l l m e n t .  These needs are  
o rgan ized  in a h i e r a rc h y  of  importance beginning w i th  the  p h y s io lo g ic a l  
needs a t  the  lowest  l e v e l .  The h ig h e r  needs assume importance only as 
the  lower needs a re  r e l a t i v e l y  s a t i s f i e d .  Each o f  these  needs w i l l  be 
i d e n t i f i e d  b r i e f l y ,  and p o s s i b i l i t i e s  fo r  s a t i s f a c t i o n  by management w i l l  
be i n d i c a t e d .
P h y s io lo g ic a l  need s . The p h y s io lo g ic a l  needs in c lu d e  hunger, 
r e s t ,  sex,  e x e r c i s e ,  s h e l t e r ,  and p r o t e c t i o n  from the  e lem ents .  These 
needs g e n e r a l l y  can be i s o l a t e d ;  each i s  r e l a t i v e l y  independent of the 
o t h e r s .  Other needs may be channeled through the  p h y s io lo g ic a l  needs;  
fo r  i n s t a n c e ,  a person may conclude t h a t  he i s  hungry, though he i s  
r e a l l y  only  nervous.  P h y s io lo g ic a l  needs a re  the  most p r e p o te n t  o f  a l l  
needs. I f  any one o f  th e se  needs i s  not  s a t i s f i e d ,  a l l  e f f o r t s  o f  the  
in d iv id u a l  w i l l  be bent to  th e  s a t i s f a c t i o n  of t h a t  need. When a l l  the 
p h y s io lo g ic a l  needs a re  met , o th e r  needs emerge as dominant. Once a need 
i s  s a t i s f i e d  i t  i s  no longer  a need; t h a t  i s ,  i t  no longer se rv es  to  
m ot iva te  behav io r .  The p h y s io lo g ic a l  needs are  f i r s t  in  the  h ie ra rch y  of 
b a s ic  needs.
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S a fe ty  needs .  At the nex t  h ig h e r  l e v e l  a re  the  s a f e t y  needs.
The employee needs to  f e e l  f r e e  from f e a r  o f  danger ,  t h r e a t ,  and 
d e p r i v a t i o n .  I f  the  i n d iv id u a l  f e e l s  th r e a te n e d  o r  dependent he may 
a l s o  d e s i r e  s e c u r i t y .  There i s  a d e f i n i t e  p re fe re n c e  fo r  the  f a m i l i a r  
over th e  u n f a m i l i a r ,  the  known over th e  unknown. As the p h y s io lo g ic a l  
needs a re  met to  an i n c r e a s in g  deg ree ,  the  s a f e ty  needs in c re a s e  in  
dominance. There i s  no sudden s h i f t ;  the  importance of  the  more bas ic  
p h y s io lo g ic a l  needs shades in to  the  s a f e t y  needs as th e  former a re  
s a t i s f i e d .
S o c ia l  n e e d s . As the  p h y s io lo g ic a l  and s a f e t y  needs a re  met , t h e re  
emerge the  needs fo r  love and a f f e c t i o n  and be long ingness .  The thw ar t in g  
o f  these  needs i s  a b a s i c  cause of  m alad jus tm ent .  The needs involve  both 
the  g iv in g  and r e c e i v i n g  of  love and f e e l i n g  accepted  by the  group.
E g o i s t i c  n e e d s . S t i l l  h ig h e r  in  th e  h i e r a r c h y  of needs a re  the  
e g o i s t i c  needs .  Bnployees need s e l f - e s t e e m  and the esteem of  o th e r s ,  
soundly based on r e a l  c a p a c i ty  and achievement. Two su b d iv i s io n s  of 
th ese  needs a r e :  (1)  the  d e s i r e  fo r  s t r e n g th ,  achievement, adequacy,
confidence ,  independence,  and freedom; and (2)  r e p u t a t i o n  o r  p r e s t i g e ,  
r e c o g n i t i o n ,  a t t e n t i o n ,  importance, and a p p r e c i a t i o n .
S e l f - f u l f i l l m e n t . At the  top of the  need h ie r a r c h y  i s  the  need 
fo r  s e l f - f u l f i l l m e n t ,  accomplishing o n e ' s  p o t e n t i a l  fo r  doing whatever  
one does .  This may be c a l l e d  the  d e s i r e  f o r  s e l f - f u l f i l l m e n t . ^
^■Douglas McGregor, The Human Side of E n te r p r i s e  (New York: 
McGraw-Hill Book Company, I n c . ,  1960), pp. 36-39.
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Hew do managers m o t iv a te  t h e i r  su b o rd in a te s  by meeting these  
needs? Money i s  one t o o l ,  being e s p e c i a l l y  u s e f u l  in f u l f i l l i n g  
p h y s io lo g ic a l  and s a f e t y  needs. The need to  g ive  and rece iv e  love,  to 
belong, can be met only i n d i r e c t l y  with  money; the  more bas ic  needs a re  
s a t i s f i e d  f i r s t  so t h a t  the  person can devote more a t t e n t i o n  t o  the  
h ig h e r  needs .  F in a n c ia l  success  i s  one measure of s t a t u s  and ach ieve­
ment, so money i s  one way of  s a t i s f y i n g  e g o i s t i c  needs,  not  on ly  by the 
amount of income which a person  r e c e i v e s ,  but a l s o  by what t h a t  income 
w i l l  pu rchase .  Money i s  u se fu l  in  meeting the need of s e l f - f u l f i l l m e n t
only  t o  the  e x te n t  t h a t  i t  meets more b a s i c  needs,  thus removing
2b a r r i e r s  to  the  achievement of s e l f - f u l f i l l m e n t .  Money, then,  i s  only 
one means of  s a t i s f y i n g  employee needs,  a l b e i t  a ve ry  important  one.
Employees d e s i r e  job s e c u r i t y .  How s e c u r i t y  may be provided i s  
a complex q u e s t io n ,  but  two th in g s  managers can do to  in c re ase  job 
s e c u r i t y  of employees a re  to  r e g u l a r i z e  the  amount of work to be done and 
f in d  work fo r  employees d i sp la c e d  by such developments as automation.  
Employees l i k e  approval  of t h e i r  s u p e r v i s o r s .  Approval c r e a t e s  a f e e l in g  
o f  emotional  s e c u r i t y .  S t a t u s  i s  an im portan t  need of employees, being 
e s p e c i a l l y  s i g n i f i c a n t  to  some people .  Employees may seek p r e s t i g e  and 
r e s p e c t  from o t h e r s ,  h igher  socio-economic p o s i t i o n s ,  and s t a t u s  symbols 
in  t h e i r  work. Managers e s t a b l i s h  many of  the  s t a t u s  d i s t i n c t i o n s  a t  
work and must t r e a t  employees as they  expec t  to  be t r e a t e d  a t  t h a t  
p a r t i c u l a r  l ev e l  of  s t a t u s .  The esteem needs a re  p a r t i a l l y  met through
2Charles  D. McDermid, "How Money M otivates  Men," Business  Horizons , 
W inter ,  1960, pp. 94-100.
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r e c o g n i t io n .  Through r e c o g n i t io n ,  the  employee r e a l i z e s  t h a t  he i s  
a p p re c ia te d ;  moreover, r e c o g n i t io n  i n d ic a t e s  h i s  r a t e  of p ro g re s s .
P r a i s e ,  pay in c r e a s e s ,  promotions,  work ass ignments ,  and c e r t i f i c a t e s  
and plaques a l l  a re  methods of r e c o g n i t io n  which may be used by managers. 
Job enlargement overcomes excess ive  s p e c i a l i z a t i o n  o f  work and makes work 
more i n t e r e s t i n g ,  in c r e a s in g  job s a t i s f a c t i o n  and morale.  Job r o t a t i o n  
a l s o  reduces boredom. Rest  pe r iods  r e l i e v e  boredom and give  employees 
something to  look forward to .  Breaking up p roduc t ion  in to  ba tches  or 
runs c r e a t e s  l a r g e r  u n i t s  of accomplishment, which provide a sense of 
making r e a l  p r o g re s s .  P a r t i c i p a t i o n  in  making d e c is io n s  i s  welcomed by 
many employees. P a r t i c i p a t i o n  may be accomplished through democrat ic  
su p e rv is ion ,  m u l t ip le  management, and o th e r  means. Bnployees l i k e  to  
f e e l  t h a t  they are  members o f  a team, and t h a t  they must cooperate  with  
each o ther  in  o rder  to  be most s u c c e s s f u l .  Managers may help  bu i ld  
t h i s  team s p i r i t  by e s t a b l i s h i n g  small work groups r e q u i r i n g  f a c e - t o - f a c e  
communication. F r iend sh ip s  and a common goal bind the group to g e th e r .  
Competi tion may s a t i s f y  the  needs of  some employees in  c e r t a i n  p o s i t i o n s .  
C e r ta in ly ,  com peti t ion  i s  widely used as  a m otiva t ion  in s e l l i n g  
p o s i t i o n s .  Where teamwork i s  r e q u i re d ,  however, competi t ion  w i th in  the 
team may a c t u a l l y  be harmful.  Managers must use competi t ion  c a r e f u l l y  
as a m o t iv a t io n a l  dev ice .
Summary. Managers may make conscious  e f f o r t s  toward meeting these
^Dale S. Beach, P e r so n n e l : The Management of People a t  Work (New 
York; The Macmillan Company, 1965), pp. 394-399.
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needs with, l i t t l e ,  i f  any, s a c r i f i c e  of company p r o f i t s .  In most 
i n s t a n c e s ,  th e  s a t i s f a c t i o n  of  employee needs w i l l  probably serve  to 
enhance the  p r o f i t  p o s i t i o n  of the  f i rm ,  a t  l e a s t  in  the long run. The 
next s e c t i o n  of t h i s  chap te r  o u t l i n e s  l e g i s l a t i o n  r e q u i r in g  managers to 
take  c e r t a i n  a c t io n s  w i th  r e sp ec t  to  employees.
I I .  LEGISLATION
An employee i s  covered e i t h e r  by a c o l l e c t i v e  ba rg a in in g  agreement 
or  a p r i v a t e  c o n t r a c t  w i th  h i s  employer. I f  by a p r i v a t e  c o n t r a c t ,  the 
employee has recourse  through the  cour ts  i f  the  employer v i o l a t e s  the 
terms of th e  c o n t r a c t .  Where a p r i v a t e  c o n t r a c t  i s  involved, the employee 
should see to  i t  t h a t  a l l  terms and co nd i t io n s  a r e  c l e a r l y  s t a t e d ,  
p re fe ra b ly  in w r i t i n g .
A c o l l e c t i v e  barga in ing  agreement may be somewhat e a s i e r  to 
enforce  in  a s p e c i f i c  in s ta n c e  because of the concen tra ted  economic 
power of the  union,  e s p e c i a l l y  w ith  regard  to  the u n io n 's  u l t im a te  weapon, 
the  s t r i k e .
Various l e g i s l a t i o n  has been passed e s t a b l i s h i n g  the lega l  
r e l a t i o n s h i p  between the  employee and h i s  employer. Most of  t h i s  l e g i s ­
l a t i o n  i s  concerned w ith  organized labor .  The purposes and /o r  p rov is ions  
of c e r t a i n  f e d e r a l  a c t s  a re  o u t l in e d  below. The da ta  given are  not 
intended to  be comprehensive, but  should be i n d i c a t i v e  of the na tu re  of 
the  l e g i s l a t i o n .
1864 - A l ien  Contrac t  Labor Act
Employers were pe rm it ted  to  c o n t r a c t  with  fo re ign  












Sheraan A n t i -T rus t  Act
Declared i l l e g a l  a c o n t r a c t ,  combination, or  conspiracy 
in  r e s t r a i n t  of  t rad e  o r  which tended to  monopolize t r a l e .
I t  i s  a moot q ues t ion  whether the  law was intended to  apply 
to  organized l a b o r .  The c o u r t s  a t  f i r s t  app l ied  the  law to 
u n ions .
The Erdman Act
Provided fo r  m edia t ion  of  r a i l r o a d  labor problems.
Outlawed "yel low dog" c o n t r a c t s  ( t h i s  p ro v i s io n  declared  
in v a l id  in  1908 by the  Supreme Court) . '
Newlands Act
Es tab l i shed  a board of  media t ion  and c o n c i l i a t i o n  to 
deal  w i th  r a i l r o a d  labor  d i s p u te s .
Clayton Act
Supposedly exempted unions from the a n t i - t r u s t  laws.
Since i t  d id  not  g r e a t l y  l i m i t  the  use of  in ju n c t io n s  a g a in s t  
unions ,  the  a c t  provided l i t t l e  p r o t e c t i o n  to  unions .
Adamson Act
Provided f o r  an e ig h t -h o u r  day and t ime-and-a  h a l f  fo r  
overt ime fo r  o p e ra t in g  crews on i n t e r s t a t e  r a i l r o a d s .
Keating-Owen Act
P ro h ib i t e d  c h i ld  labor  on p roducts  in  i n t e r s t a t e  commerce. 
Declared u n c o n s t i t u t i o n a l  in  1918,
Railway Labor Act
Upheld the  r i g h t  o f  r a i l r o a d  employees to  o rgan ize  and 
barga in  c o l l e c t i v e l y .  Banned closed-shop agreements and 
"yellow-dog" c o n t r a c t s .  National  Mediation Board was to s tep  
in  when a d ispu te  could not  be s e t t l e d .
Davis-Bacon Act
Provided fo r  an e ig h t -h o u r  day and payment of p r e v a i l i n g  
wages fo r  employees on c e r t a i n  government c o n t r a c t s .
A n t i - I n ju n c t io n  Act (N orr i s -L a  Guardia)
E s tab l ished  the  r i g h t  of  workers to  organize  i n to  unions 
fo r  c o l l e c t i v e  b a rg a in in g .  Limited the  use of in ju n c t io n s  
a g a in s t  unions;  f e d e r a l  in ju n c t io n s  could no longer be issued  
on: union membership, "yel low-dog" c o n t r a c t s ,  s t r i k e s ,
boy co t t s ,  p i c k e t in g ,  and payment o f  s t r i k e  b e n e f i t s .  Opened 
th e  way f o r  sympathy s t r i k e s ,  s t r a n g e r  p i c k e t i n g , , and 
secondary b o y c o t t s .
National  Employment System Act








National  I n d u s t r i a l  Recovery Act
Included p ro v i s io n s  fav o rab le  to  lab o r .  Declared 
u n c o n s t i t u t i o n a l  by the Supreme Court in  1935, but  more 
p ro v i s io n s  were inc luded  in  th e  Wagner Act (1935).
Nat iona l  Labor R e la t io n s  Act (Wagner Act)
1. S ec t ion  7 s t a t e d  t h a t  "employees s h a l l  have the 
r i g h t  to  s e l f - o r g a n i z a t i o n ,  to  form, j o in ,  or  a s s i s t  l abor  
o r g a n i z a t i o n s ,  to  ba rga in  c o l l e c t i v e l y  through r e p r e s e n ta ­
t i v e s  o f  t h e i r  own choosing ,  and to  engage in  concerted  
a c t i v i t i e s  f o r  th e  purpose o f  c o l l e c t i v e  b a rg a in in g  or  o th e r  
mutual a id  or p r o t e c t i o n . "
2. Employers were fo rb idd en  to  engage in  c e r t a i n  
" u n f a i r  labor  p r a c t i c e s . ”
3. The Nat iona l  Labor R e la t io n s  Board was e s t a b l i s h e d .
S o c ia l  S e c u r i ty  Act
E s tab l i sh ed  a c o o p e ra t iv e  f e d e r a l - s t a t e  system of 
unemployment compensation, e s t a b l i s h e d  a tax  fo r  o ld -age  and 
su rv iv o r* s  in su ra n c e ,  and e s t a b l i s h e d  a g r a n t - i n - a i d  program 
t o  s t a t e s  t o  a s s i s t  in  c e r t a i n  a re a s  of r e l i e f .
P ub l ic  C on t rac ts  Act (Walsh-Healey)
1. Covers workers o f  f i rms m anufac tu r ing ,  assembling,  
h an d l in g ,  o r  sh ipp ing  goods on United S t a t e s  government 
accounts  in  excess  of  $10,000.
2. Requires  an e ig h t - h o u r  day and a f o r ty -h o u r  week, 
w i th  wages not  lower than the  p r e v a i l i n g  r a t e ,
3. L imits  employment t o  males over  16 and females over
18.
4. Companies a re  r e q u i r e d  to  m a in ta in  s a n i t a r y  and 
non-hazardous working c o n d i t i o n s .
F a i r  Labor S tandards  Act
1. Covers employees engaged in  the p rod u c t io n  o f  goods 
f o r  i n t e r s t a t e  and f o re ig n  commerce.
2. E s tab l i sh ed  maximum hours (40) p e r  week, above which 
must be pa id  t im e-and-a  h a l f .
3. E s ta b l i sh e d  a minimum hour ly  wage.
4. R e s t r i c t e d  employment of minors ,  and req u i re d  c r e d i t  
f o r  proper  amount of working t ime, in c lu d in g  w a i t i n g  fo r  
r e p a i r s .
Employment Act of  1946
The government i s  dec la red  r e s p o n s ib le  fo r  f u l l  employ­
ment. E s ta b l i sh e d  the  Council of Economic Advisors to  
recommend t o  th e  P r e s id e n t  measures t o  avoid o r  l i m i t  economic 
f l u c t u a t i o n s .
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1947 -  Labor Management R e la t io n s  Act ( T a f t - H a r t l e y )
1. Designed to  e s t a b l i s h  a ba lance  o£ power between 
unions and employers , to  p r o t e c t  i n d iv id u a l  employees and 
employers a g a i n s t  the  power of  un ions ,  and to  r e g u la te  and 
r e s t r i c t  the  a c t i v i t i e s  of un ions .
2. In d ic a te d  employer u n f a i r  lab o r  p r a c t i c e s ;
a .  I n t e r f e r i n g  w i th ,  r e s t r a i n i n g ,  or  coerc ing  
employees in  the  e x e r c i s e  of  t h e i r  r i g h t  to  o rgan ize  and 
b a rg a in  c o l l e c t i v e l y .
b. Dominating o r  i n t e r f e r i n g  w ith  the  union.
c .  D isc r im in a t in g  in  r eg a rd  to  h i r e  or tenu re  
a g a i n s t  a  union member.
d . D ischarg ing  or  d i s c r im i n a t in g  a g a i n s t  an
employee who t e s t i f i e s  under the  a c t .
e .  Refusing to  ba rg a in  in good f a i t h  w i th  the union.
f .  E n te r ing  i n to  "ho t  cargo" c o n t r a c t s .
3. In d ica te d  union u n f a i r  lab o r  p r a c t i c e s ;
a .  R e s t r a in in g  or  co e rc ing  employees to  j o in  a
union.
b. Causing o r  a t tem p t in g  to  cause the  employer to
d i s c r im i n a t e  a g a i n s t  an employee in  o rd e r  to  encourage or
d iscourage  union membership.
c .  Refusing  to  ba rg a in  in  good f a i t h  w ith  the
employer.
d. Requir ing  an employer o r  se l f -employed person 
to  j o in  a union ,  engaging in  secondary b o y c o t t s ,  f o rc in g  an 
employer to  b a rga in  w ith  one union when ano the r  union i s  
a l r e a d y  th e  c e r t i f i e d  b a rg a in in g  a g en t ,  and f o r c in g  the  
employer to  a s s ig n  p a r t i c u l a r  work to  employees in one union 
r a t h e r  than  to  employees in  a n o the r  union.
e .  Charging e x cess iv e  or d i s c r im i n a t in g  i n i t i a t i o n
f e e s .
f .  Causing an employer to  pay fo r  s e r v i c e s  not 
performed ( f e a th e r b e d d in g ) .
4. Excluded s u p e rv i so r s  from c o n s id e r a t i o n  as employees. 
P r o f e s s io n a l s  a re  cons idered  employees, but  they a re  not 
n e c e s s a r i l y  inc luded  in  the  same b a rga in in g  u n i t  as a l l  o th e r  
employees.
5. Employers were g iven  more freedom to  e xp re ss  t h e i r  
v iew s .
6 . E s ta b l i sh e d  procedures  f o r  hand l ing  n a t io n a l  
emergency d i s p u t e s .
1959 - Labor-Management Repor t ing  and D isc lo su re  Act (Landrum-Griff in)
1. Purposes o f  the Act a re  to  e l im in a te  r a c k e t e e r in g  in  
the  lab o r  movement and to  r e g u l a t e  the  r e l a t i o n s  between labor  
and management a f f e c t i n g  the  ba lance  of economic power between 
the  two segments.
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2. C e r ta in  persons  such as  Communists a re  p ro h ib i t e d  
to  hold union o f f i c e r s  o r  f i l l  un ion -pa id  jo b s .
3. T r u s te e s h ip s  a r e  supe rv ised  and r e s t r i c t e d .
4. P r o h i b i t s  p i c k e t in g  to  fo rce  an employer to 
r ecogn ize  a union o r  to  compel i t s  employees to  jo in  a 
union.
5. P r o h i b i t s  i l l e g a l  secondary b oy c o t t s  and hot 
cargo ag reem en ts .
6 . S ta te  c o u r t s  o r  s t a t e  m ed ia t io n  boards may a c t  in  
any lab o r  d i s p u te  which th e  NLRB r e f u s e s  to  co n s id e r .
7. E s t a b l i s h e s  a " b i l l  of r i g h t s "  fo r  union members.
8 . Unions must f i l e  r e p o r t s  wi th  the  S e c re t a r y  o f  
Labor and the  union membership.
1963 - Equal Pay Act
P r o h i b i t s  d i s c r im i n a t io n  in  wages based on sex fo r  
employees covered under  the  Fa i r  Labor S tandards  Act.
1964 - C i v i l  R igh ts  Act, T i t l e  VII
Hnployers , l a b o r  un ions ,  and employment agencies  a re  
r e q u i r e d  to  t r e a t  a l l  persons  w ithou t  rega rd  to  t h e i r  r a c e ,  
c o lo r ,  r e l i g i o n ,  sex,  or  n a t i o n a l  o r i g i n .  This  t rea tm en t  
must be g iven  in  a l l  phases of employment, in c lud in g  h i r i n g ,  
promotion,  f i r i n g ,  a p p re n t i c e s h ip  and o th e r  t r a i n i n g  programs, 
and job a ss ignm ents .
Stannary. These laws have had numerous and s i g n i f i c a n t  e f f e c t s  on 
bu s in ess  managers.  Various laws have promoted o r  r e s t r i c t e d  labor  union 
formation and a c t i v i t y ,  f o r  i n s t a n c e .  Management's a u t h o r i t y  has been 
reduced o r  a l t e r e d  in  a c o n s id e ra b le  number of a r e a s .  Managers need to  
be c o n v ersan t  w i th  the  v a r io u s  laws as well  a s  w ith  c u r r e n t  i n t e r p r e t a ­
t i o n s .  In  a d d i t i o n ,  a t t e n t i o n  must be devoted to  meeting the 
requ irem en ts  of p r e s e n t  laws and to  in f lu e n c in g  f u tu r e  l e g i s l a t i o n .  
Chapter VI w i l l  inc lude  a d i s c u s s io n  of the  p o l i t i c a l  r o l e  o f  b u s in ess  
managers. Labor u n io n s ,  w i th  which most of the  above-mentioned laws 
d e a l ,  p r e s e n t  p a r t i c u l a r  problems fo r  managers, and w i l l  be cons idered  
in  the  next  s e c t i o n .
147
I I I .  MANAGERS AND LABOR UNIONS
Labor unions a re  another  group with which managers of  many 
companies must i n t e r a c t .  Unions p resen t  a heterogeneous face ,  fo r  
unions vary cons ide rab ly  in  o b j e c t i v e s  and methods of  o p e ra t io n .  Taken 
to g e th e r ,  the in f lu e n ce  o f  unions i s  very  s i g n i f i c a n t  in  the  United 
S t a t e s .  Excluding a g r i c u l t u r a l  workers,  about on e - fo u r th  of the labor  
fo rce  in  the  United S ta te s  belongs to  unions .  Union membership v a r i e s  
according  to  the i n d u s t ry ,  occupat ion ,  and geographic  reg ion .
Before cons ider ing  the  proper  a t t i t u d e  of managers toward labor 
unions ,  i t  would be u se fu l  to  t r a c e  the  development of unions in  the 
United S t a t e s  and to  examine workers’ reasons  fo r  jo in in g  or r e j e c t i n g  
unions .
Union Development
The f i r s t  unions in  America were formed by s k i l l e d  craftsmen in 
the  1790*s and e a r l y  1800 's to  p r o t e c t  themselves a g a in s t  wage cu ts  and 
to  m ain ta in  accep tab le  c ond i t ions  o f  employment. These unions remained 
weak throughout the  n in e te e n th  cen tu ry ,  though the  Knights of Labor had 
a peak membership of  700,000 in  the  m id-1880 's .  The American Federa t ion  
of Labor was organized in 1886, but was not very e f f e c t i v e  in  th a t  
cen tu ry .  The ju d ic i a r y  r e s t r a i n e d  unions u n t i l  the  1930's through the 
c r im ina l -co n sp iracy  d o c t r i n e ,  the i l l e g a l - p u r p o s e  d o c t r in e ,  and the labor  
i n ju n c t io n .
During World War 1, unions grew in  membership because of  the  high 
employment c o n d i t io n s .  Following the war, however, unions dec l ined  in
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membership u n t i l  the  Great  Depression. Various measures of  employers 
were success fu l  in  combatt ing unions,  e s p e c i a l l y  when combined w i th  
inadequate  union le a d e r s h ip ,  and, l a t e r ,  the  dep ress ion  c o n d i t io n s .
From the mid-1930's  u n t i l  1947, unions experienced rap id  growth.
The Norr is-La Guardia Act of 1932 l im i ted  the use of r e s t r a i n i n g  o rders  
and in ju n c t io n s  a g a in s t  unions. The National  Labor R e la t ion s  Act of 1935 
was a pr imary cause of  union success  during t h i s  pe r iod .  The Act 
recognized unions as a l e g i t im a te  i n s t i t u t i o n  and p ro h ib i t e d  employers 
from engaging in c e r t a i n  a c t i v i t i e s  which would have discouraged union 
formation and growth. Employees were provided a s a t i s f a c t o r y  method of 
vo t ing  on whether o r  not  to  have a union. The development of  the  Congress 
of I n d u s t r i a l  Organ iza t ions  (begun in  1935), World War I I ,  and a pub l ic  
and a d m in i s t r a t io n  g e n e r a l ly  fav o rab le  to  organized labor  a l l  co n t r ib u te d  
s i g n i f i c a n t l y  to  union growth during  the p e r iod ,  1935-1947.
Union membership as a per  cent  of the  t o t a l  labor  force  has 
remained about the  sane from 1947 u n t i l  the  p resen t  t ime.  Union growth 
has, in  t h i s  sense ,  leve led  o f f .  The Labor-Management R e la t ions  Act of 
1947 served e f f e c t i v e l y  to  l im i t  the  power of  unions.  Qnployees not  
a l ready  formed i n t o  unions were, in  many in s ta n c e s ,  ha rde r  to o rgan ize ,  
such as the  white c o l l a r  workers and many in  the South. Pub l ic  opinion 
has swung to  the o th e r  s id e ,  opposing unions .  Corruption in  some unions 
and s t r i k e s  have h u r t  the  union image.
M otivat ion  to  Jo in  o r  Rejec t  Unions
There can be no d e f i n i t i v e  and simple answers given to  the 
ques t ion  why workers j o in  or r e j e c t  unions.  For one th ing ,  human
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m o tiv a t io n  i s  exceed ing ly  complex. A whole range of m o t iv a t io n s  may 
e x i s t  in  va ry ing  degrees  a t  any one t ime.  Also, environmental  p re s su re s  
a re  c o n s t a n t ly  s h i f t i n g ,  p u l l i n g  o r  pushing workers in  f i r s t  one 
d i r e c t i o n  then ano the r .  S t i l l ,  examinat ion of some s p e c i f i c  m o t iva t ion s  
which may be dominant a t  one time or  ano the r  w i l l  be h e lp fu l  in  under­
s tan d ing  why workers j o in  or  r e j e c t  un ions .
M ot iva t ion  to  j o in  u n io n s . Economic motives a re  probably  foremost 
in reasons  fo r  j o in in g  un io n s :  h ig h e r  wages, s h o r t e r  hours ,  and g r e a t e r
economic s e c u r i t y .  But the re  may be o th e r  r ea so n s .  Some workers may 
jo in  unions  to  r e d re s s  g r iev a n ce s  a g a i n s t  t h e i r  foremen or  the  company. 
Becoming a union member may cause a worker to  ga in  r e s p e c t  in  the  eyes of 
h i s  fe l low  workers .  Being p a r t  of  a union a llows workers to  have a say 
in  th ing s  t h a t  a f f e c t  them.**
Outside  p r e s s u r e s  may a l s o  help to cause workers to become union 
members. Fellow workers may s t r o n g l y  in f lu e n ce  an employee, e i t h e r  to  
j o in  o r  r e j e c t  unions .  There i s  a powerful urge to  be accepted by the 
group, to  belong, and to  go a long with  o t h e r s .  C e r ta in  union s e c u r i t y  
p r o v i s io n s  a l so  tend to  r e q u i r e  union membership: the  union shop,
maintenance of membership, and c h ec k o f f .^
Workers may be m otiva ted  to j o in  unions because they want to  be 
a b le  to  communicate t h e i r  aims, f e e l i n g s ,  and idea s  to  o t h e r s .  They may
^ a u l  P igo rs  and Charles  A. Myers, Personnel  A d m in i s t r a t io n : A 
P o in t  o f  View and a Method ( f i f t h  e d i t i o n ;  New York: McGraw-Hill Book 
Company, I n c . ,  1965), pp. 184-185.
5I b i d . , p.  185.
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f e e l  t h a t  with the  union th e r e  w i l l  be l e s s  f a v o r i t i s m  and d i s c r im in a ­
t i o n .  C u l tu ra l  f a c t o r s  may work e i t h e r  way, but  i f  a w o rk e r ' s  p a re n ts  
and ne ighbors  have always belonged to unions t h e r e  w i l l  be a s t ro n g  
tendency f o r  the  worker to  be long ,  a l s o .  R e c re a t io n a l  and s o c i a l  
a c t i v i t i e s  provide  an added a t t r a c t i o n  f o r  some workers .  F i n a l l y ,  
workers may jo in  unions because they  seek an o u t l e t  when advancement in  
the company i s  b locked.  A worker may improve h i s  p o s i t i o n  through the 
union, perhaps because of  an improved b a rg a in ing  p o s i t i o n  or  by being 
e l e c t e d  to  a union o f f i c e . 6
M otiva t ion  t o  r e j e c t  u n io n s . Since most workers do not  belong to  
un ions ,  th e re  must be powerful fo rce s  o p e ra t in g  a g a in s t  union membership. 
P a r t  of  the  reason l i e s  in  the  f a c t  t h a t  some people  simply lack  reasons  
fo r  j o in in g  unions;  they  co n s id e r  t h e i r  wages adequa te ,  t h e i r  working 
c o n d i t io n s  s a t i s f a c t o r y ,  and t h e i r  o th e r  needs reaso n ab ly  wel l  met .
Some employees tend to  i d e n t i f y  themselves more c lo s e l y  w i th  management 
and thus  to  shun u n io n s :  white  c o l l a r ,  t e c h n i c a l ,  and p r o f e s s io n a l  
employees. P r o f e s s io n a l  employees a l s o  have t h e i r  own a s s o c i a t i o n s  which 
perform many union f u n c t io n s ,  and these  p r o f e s s i o n a l s  regard  union member­
sh ip  as below t h e i r  s t a t u s .  Many employees d i s t r u s t  unions  and what they 
s tand  f o r .  They may f e e l  t h a t  the  union s tands  for  c o l l e c t i v i s m ,  
s o c ia l i s m ,  o r  the  w e l fa re  s t a t e .  Some workers f e e l  t h a t  the  union s tands  
in  o p p o s i t io n  to  f r e e  e n t e r p r i s e  and to in d iv id u a l  freedom and
6Dale S. Beach, P e r s o n n e l : The Management of  People a t  Work (New 
York: The Macmillan Company, 1965), pp. 71-72.
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i n i t i a t i v e .  Also, workers see t h a t  the  p ub l ic  s u f f e r s  when s t r i k e s  occur 
in  some companies or  i n d u s t r i e s . 7
A t t i tu d e  of Managers Toward Unions
Because of  the var ied  na ture  of  unions,  genera l  s ta tem ents  about 
what the  a t t i t u d e  of managers toward unions should be a re  d i f f i c u l t  to  
make. One union might be very b e l l i g e r e n t ,  while  ano ther  i s  q u i t e  
" r ea so n a b le ."  I t  may not  be too much to  say, however, t h a t  many unions 
have matured and become more s t a b le  and t h a t  a s a t i s f a c t o r y  working 
r e l a t i o n s h i p  can be e s t a b l i s h e d  with  them. The fo l lowing sugges t ions  
assume t h i s  kind of union; a d ap ta t io n s  may be app ro p r ia te  where le s s  
" i d e a l "  unions e x i s t .
Accept u n io n s . Unions appear to  be here  to  s t a y .  Laws p r o t e c t  
them, many employees support  them, and they have c o n s id e ra b le  economic 
power to  fo rce  employers to  do t h e i r  b idd ing .  Unions even provide 
employers w ith  c e r t a i n  b e n e f i t s .  Managers must accept  unions as an 
i n s t i t u t i o n  and recognize  c o l l e c t i v e  barga in ing  as a s a t i s f a c t o r y  means 
of handling employment r e l a t i o n s h i p s .
Human r e l a t i o n s . Where i t  did not  o therw ise  e x i s t ,  unions r e q u i r e  
th a t  managers recognize the importance of the needs and wants of 
employees through a sound human r e l a t i o n s  program. Such a program has 
been accomplished in some companies as a n a tu r a l  development in the
7I b i d . , pp .  7 3 - 7 4 .
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improvement of  o p e ra t io n s ,  in  o th e r  companies to  prevent  the  formation 
of  unions, and in  s t i l l  o th e r s  to  weaken union e f f e c t i v e n e s s .
C o n s u l t a t io n . The law r e q u i r e s  managers to  c o n su l t  with  unions 
on c e r t a i n  m a t t e r s .  The more d e s i r a b l e  c o n d i t i o n . e x i s t s  when managers 
a l s o  co nsu l t  with unions on c e r t a i n  m a t te r s  not requ i re d  by law, such as 
what to  do w i th  employees d isp laced  by techn o lo g ic a l  change.
Communications. Managers should keep the  union f u l l y  and 
a c c u ra t e ly  informed on a l l  m a t te r s  which concern them. I t  i s  only in  t h i s  
way t h a t  mutual t r u s t  and r e s p e c t  can be e s t a b l i s h e d .  The union may be 
u t i l i z e d  as a means of communication with  the  employees. To a ttempt to 
s h o r t - c i r c u i t  the union and communicate d i r e c t l y  with  the  members may 
have the  u n fo r tu n a te  r e s u l t  of  s e t t i n g  up competing means of communica­
t i o n  with  employees, lead ing  e v e n tu a l ly  t o  name-ca l l ing  and d i s t o r t i o n s .
G r ievances . Grievances should not simply be "handled" and 
f o r g o t t e n .  From them, managers need to  l e a r n  not to  r e p e a t  mis takes  of 
the p a s t .  Managers can a l so  lea rn  how to  prevent  s im i la r  problems in 
the  fu ture .®
P o l i t i c a l  n a t u r e . Unions a re  formed to  r e p re se n t  the i n t e r e s t s  of 
the  membership, not  to  make p r o f i t s  f o r  the  company, not  to  promote the  
in d u s t ry  o f  which th e  firm i s  a p a r t ,  and not  to  f u r t h e r  the  c a p i t a l i s t i c  
system or to  p lease  the  genera l  p u b l i c .  Union o f f i c i a l s  occupy p o l i t i c a l
8I b i d . , pp.  9 7 - 9 8 .
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p o s i t io n s  and must be respons ive  to  the  wishes of the  union members who 
e l e c t e d  them. Managers should unders tand the na tu re  of the union, which 
e x p la in s  why lab o r  le a d e r s  a t  times must push fo r  advantages in  which they 
p e rso n a l ly  do not  b e l i e v e .  I t  may prove d e s i r a b l e  for  managers to  allow 
union o f f i c i a l s  to  make c e r t a i n  s t rong  s ta tem ents  unchal lenged,  or even 
f o r  managers to  y ie ld  c e r t a i n  p o i n t s ,  simply to  allow the  union 
o f f i c i a l s  an apparen t  v i c t o r y — a l l  fo r  the  purpose of s u s ta in in g  a 
s t a b le  and reasonable  union l e a d e r sh ip .
P r o p o s a l s . Proposals  p resen ted  by managers to  unions should be 
backed s o l i d l y  by r e sea rch  and should be the  be s t  so lu t io n  to  the  
problem a t  hand. P r io r  c o n s u l t a t i o n  with  the  union in  a r r i v i n g  a t  the 
proposal  should help  to  convince the  union of i t s  a p p ro p r ia te n e s s .  
G enera l ly ,  the  proposal  should no t  be ad jus ted  so as to  leave room for  
ba rga in ing .  Otherwise, each s id e  w i l l  r e s o r t  to  making exaggerated 
r e q u e s t s ,  knowing t h a t  the  requ i red  f i g u r e s  w i l l  be scaled up or down 
r e g a r d le s s  o f  t h e i r  m e r i t .
O ppos i t ion . Managers should oppose union a c t i v i t i e s  which tend 
to  undermine the economic system or which a re  o therwise  c o n t ra ry  to  the 
p u b l ic  i n t e r e s t .  A manager may not assume t h a t  what i s  harmful to  h i s  
company i s  thereby  n e c e s s a r i l y  harmful to  the  economy; t h a t  i s ,  a manager 
should keep h i s  a rgunents  se p a ra ted .  Object ing to  a union a c t i v i t y  
which i s  d e t r im e n ta l  to  the  continued success of  the company has adequate 
j u s t i f i c a t i o n  in and of i t s e l f .
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Summary. Bnployees have formed lab o r  unions fo r  many r e a so n s ,  a l l  
the  way from economic b a rg a in in g  with  employers to  sup p o r t in g  c a n d id a te s  
fo r  p o l i t i c a l  o f f i c e s .  Employees a l s o  d e r iv e  c e r t a i n  s o c i a l  s a t i s f a c t i o n s  
from p a r t i c i p a t i n g  in  an o r g a n i z a t i o n  of  t h e i r  own c r e a t i o n ,  and which 
e x i s t s  s o l e l y  f o r  t h e i r  own i n t e r e s t s .  Managers must s tand ready to  
recog n ize  unions  as a d e s i r a b l e  i n s t i t u t i o n ,  unders tand  unions ,  and work 
w i th  unions toward s a t i s f a c t o r y  s o l u t i o n s  to problems in  which both  
groups have l e g i t i m a t e  i n t e r e s t s .  One o f  these  problems i s  how to 
approach au tom ation .  The nex t  s e c t io n  ana lyzes  the  n a tu r e ,  e f f e c t s ,  and 
im p l i c a t i o n s  of automation.
IV. MANAGERS AND AUTOMATION
This  s e c t i o n  w i l l  a t tem pt  to  answer these  q u e s t io n s :  (1) What i s
the  n a tu re  and s i g n i f i c a n c e  o f  automation? (2)  What a r e  some personnel  
problems and b e n e f i t s  c r e a t e d  by automation? (3) What may managers do 
to so f t e n  a u to m a t io n 's  impact on employees?
Nature and s i g n i f i c a n c e  of au tom at ion . Automation has been def ined  
many ways. As a word, automation was probably  coined by D. S. Harder 
o f  the  Ford Motor Company in  1946,^ Automation i s  sometimes viewed as 
synonomous w i th  m echan iza t ion .  Or, automation may be taken to  mean 
t e c h n o lo g ic a l  change. K i l l in g sw o r th  r ega rds  automation as "mechanizat ion  
which emphasizes au tom atic  c o n t r o l ;  a l s o ,  mechaniza t ion  of  computation,
^Charles C. K i l l in g sw o r th ,  "Automation in  M anufac tur ing ,"  from 
the  Proceedings  of the  E leventh  Annual Meeting of the  I n d u s t r i a l  R e la t io n s  
A s so c ia t io n ,  1958.
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d a ta - p r o c e s s in g ,  and r e c o r d - k e e p i n g . " 10 Baldwin and Shu l tz  s t a t e  t h a t  
t h r e e  developments t o g e th e r  embrace n e a r ly  e v e ry th in g  in  au tom ation :
(1)  continuous automatic  p rod u c t io n ,  (2)  c o n t r o l  dev ices  which o p e ra te  
through feed-back ,  and (3 )  g e n e r a l -  and s p e c ia l - p u r p o s e  computing 
m a c h i n e s . ^
Automatic  c o n t r o l  was used by th e  Romans t o  o p e ra te  temple doors.  
Jacquard used punched ca rd s  t o  c o n t r o l  need le  s e l e c t i o n  in  h i s  loom in  
the  e a r l y  e ig h te e n th  c e n tu ry .  Evans b u i l t  a f u l l y  au tomatic  g r i s t  m i l l  
in  1784. Babbage developed the " d i f f e r e n c e  engine" which produced 
lo ga r i th m ic  t a b l e s  in  1812. These and o th e r  e a r l y  a p p l i c a t i o n s  i n d i c a t e  
t h a t  au tomation i s  not  e n t i r e l y  new. Automation as i t  i s  known today 
does invo lve  advanced m echaniza t ion  and the  use of computers. Automation 
in  t h i s  sense  has developed r a p i d l y  s ince  around 1950, r e s u l t i n g  in the  
f req uen t  conc lus ion  t h a t  automation i s  "new."
Automation i s  only one form of t e c h n o lo g ic a l  change. The 
I n d u s t r i a l  Revolu t ion  was mainly  concerned with  the  p h y s ic a l  hand l ing  of 
p ro d uc ts ,  the  s u b s t i t u t i o n  o f  machines f o r  muscular  energy .  Automation 
i s  viewed as a r e v o l u t i o n —e v o lu t i o n  may be a more a c c u ra te  e x p re s s io n - -  
in  th e  c o n t r o l  o f  machines and the  p ro ce ss in g  o f  in fo rm at ion ,  the  
s u b s t i t u t i o n  o f  mechanical  and p a r t i c u l a r l y  e l e c t r o n i c  dev ices  f o r  mental 
p ro c e s s e s .
10I b i d .
^G eorge  B. Baldwin and George P. S h u l t z ,  "Automation: A New 
Dimension to  Old Problems,"  from th e  Proceedings  of the  Seventh Annual 
Meeting of the  I n d u s t r i a l  R e la t io n s  A s s o c i a t i o n , 1954.
156
Automation, as a form o f  t e c h n o lo g ic a l  change, i s  d e s i r a b l e  and 
i n e v i t a b l e .  Viewing the  economy in  i t s  e n t i r e t y ,  automation means 
economic p r o g r e s s .  The r a t e  of economic p ro g res s  of  the  United S t a t e s  i s  
slower than some th in k  i t  could be; P r e s id e n t  Kennedy viewed the  lag  as a
t
major economic problem. Economic p ro g res s  comes from an in c r e a s e  in  
p r o d u c t i v i t y  through some form of  t e c h n o lo g ic a l  change, t h a t  i s ,  more 
o u tpu t  w i th  the  same inpu t  of  l ab o r ,  o r  the  same ou tpu t  wi th  l e s s  input  
of  l a b o r .  Automation reduces  the  amount of lab o r  r e q u i r e d ,  and i s  thus 
seen as a means to  economic p r o g r e s s .  But the  labo r  r e l e a s e d  must be 
put  to  good use e lsew he re .  The problem has been expressed  t h i s  way:
T h is ,  then ,  i s  the  twin problem of t e c h n o lo g ic a l  change: 
s im u ltaneous ly  to  a c c e l e r a t e  l a b o r - d i s p l a c i n g  change, and 
co rresp o nd in g ly  a c c e l e r a t e  the  r e a b s o r p t i o n  of  th e  d i sp laced  
r e s o u r c e s ,  while  a t  the  same time p re s e rv in g  p r i c e  s t a b i l i t y  
and an e q u i t a b l e  d i s t r i b u t i o n  o f  income.12
The f e a r  t h a t  au tomation i s  c aus ing  d isp lacem ent  and unemployment 
i s  very r e a l  to  those  being d i sp lac ed  or lo s in g  t h e i r  jo b s .  I t  i s  a l s o  
very  r e a l  to  those  i n d iv i d u a l s  who could have o b ta ined  jo b s ,  but  now f ind  
machines do ing  the  work. G enera l ly  speaking ,  however, the  f e a r s  of 
automation in  t h i s  r eg a rd  have probab ly  been o v e r s t a t e d .  Unemployment 
has more b a s i c  causes .than au tom at ion :  (1)  the  m ig ra t io n  o f  people  from 
r u r a l  to  urban a r e a s ,  (2)  the  la rge  numbers of r e l a t i v e l y  u n s k i l l e d  
youths e n t e r in g  the  l abo r  m arke ts ,  (3 )  market  s h i f t s  fo r  p roduc ts  and 
f i rm s ,  and (4 )  economic f l u c t u a t i o n s .  Automation has ,  w i thou t  doubt, 
caused some unemployment and d isp lacem en t .  Various e s t im a te s  have been
12Robert  A. So lo ,  "Automation: Technique, Mystique,  C r i t i q u e , "
The Jo u rna l  of  B us iness ,  XXXVI ( A p r i l ,  1963), 167.
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made, but  l i t t l e  c e r t a i n t y  may be a t t a c h e d  to  them. Many companies have 
been ab le  to  automate w i th o u t  lay ing  o f f  anyone, but  o th e r s  have not  been
so f o r t u n a t e .  The Bureau o f  Labor S t a t i s t i c s  e s t im a t e s  t h a t  some 200,000
13workers a year  w i l l  be d i s p la c e d  by automation .
*
Baployee problems and b e n e f i t s  of au tom at io n . Automation has
c re a te d  o r  aggravated  s e v e ra l  problems w ith  employees. Foremost, pe rhaps ,
a r e  employee f e a r s  o f  au tom at ion :  (1)  they  a re  a f r a i d  of lo s in g  t h e i r
jo b s ,  (2)  they  b e l i e v e  t h a t  t h e i r  wages may be c u t ,  (3) they have an
i n s t i n c t i v e  f e a r  of th e  l a rg e  machine i n s t a l l a t i o n s ,  (4) they  tend to  be
r e s i s t a n t  t o  change, and (5 )  they  may f e e l  an i n a b i l i t y  to  perform the
14new ta s k s  r eq u i re d  of them.
The employee may f e e l  t h a t  he i s  be ing  cons idered  in  the  same 
l i g h t  as a machine—an i n e f f i c i e n t  one, a t  t h a t .  Also ,  i t  i s  the  
machine which s e t s  th e  pace and c o n t r o l s  the  q u a l i t y  of  the  p ro du c t .
The o p e ra to r  r e g u l a t e s  the  machine,  and h i s  connec t ion  w i th  the  product  
i t s e l f  i s  only  i n d i r e c t .
Communications assume g r e a t l y  in c re a sed  s i g n i f i c a n c e  dur ing  the  
p lann ing  and i n s t a l l a t i o n  of automated equipment. Rumors spread  qu ick ly  
and a re  e s p e c i a l l y  d e t r i m e n t a l  because of  widespread and sometimes 
unreasonable  f e a r s  of au tom at ion .  Ignorance  of what i s  going on i s  
a lmost  c e r t a i n  to  lower morale  and perhaps p r o d u c t i v i t y .
13"Automation and Bnployment," F i r s t  N a t iona l  C i ty  Bank Monthly 
Economic L e t t e r , November, 1962, p. 130.
14National  A s so c ia t io n  o f  M anufac tu re rs ,  The Challenge of  Automa­
t i o n  (New York: N a t io na l  A s s o c ia t io n  of  M anufac tu re rs ,  u n da ted ) ,  pp. 5-6.
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The a d n i n i s t r a t i o n  of wages and s a l a r i e s  comes in  fo r  a l t e r e d  
a t t e n t i o n .  I n c e n t iv e s  are  more d i f f i c u l t  to  apply,  because i t  i s  the 
group which must a c t  t o g e th e r  as a team, r a t h e r  than each in d iv id u a l  
performing s e p a r a t e l y .  As a r e s u l t ,  group in c e n t iv e s  may be more 
a p p ro p r i a te  than  in d iv id u a l  i n c e n t i v e s .  Jobs in  automated a c t i v i t i e s  
a re  q u i t e  d i f f i c u l t  to  compare w ith  non-automated a c t i v i t i e s .  Employees 
may expect  h igher  pay because of the  expensive equipment under t h e i r  
c a re ,  no m a t t e r  what changes occur in  s k i l l s  r eq u i re d .
While some employees a re  upgraded during the process  of  a u to ­
mating, some are  downgraded. This change c re a t e s  the  q u e s t io n  of  whether 
or not  the  pay of  the  employees downgraded should be decreased .  Morale 
may be lowered in  e i t h e r  case because of the  downgrading.
Many employees w i l l  need t r a i n i n g  or r e t r a i n i n g .  S e le c t io n  of 
those su i t e d  fo r  the  educa t ion  e f f o r t  and conduct of  the  t r a i n i n g  i t s e l f  
a re  a d d i t i o n a l  problems. Older employees may not be ab le  or w i l l i n g  to  
l e a r n  new s k i l l s .  There i s  a l s o  the  p o s s i b i l i t y  of los ing  valuable  
r e t i r e m e n t  or o th e r  b e n e f i t s  from being l a id  o f f ,  or  because the 
employee i s  un w i l l ing  to  t r a n s f e r  to  anot-ier l o c a t io n .  These b e n e f i t s ,  
inc lud ing  s e n i o r i t y ,  may be s a c r i f i c e d  i f  an employee has to go to  work 
for  ano ther  company.
Automation f r e q u e n t ly  a l lows machines to  be used fo r  r e p e t i t i v e  
t a s k s  which were bor ing  to  employees. Thus, boring and t i r i n g  work has 
been reduced in  some in s t a n c e s .  However, o p e ra t in g  the  co n t ro l  knobs on 
automated equipment may be i n t e r e s t i n g  fo r  a while ,  only  to  become much 
l e s s  o f  a cha l lenge  a f t e r  f a m i l i a r i t y  with  the  machine i s  e s t a b l i s h e d .
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Computers have the  e f f e c t  o f  downgrading c e r t a i n  employees to key punch 
o p e r a t o r s .  On the  o ld  equipment,  the  employee r e s t e d  when th e re  was a 
breakdown. With automated equipment,  the  employee r e l a x e s  when ev e ry ­
th in g  ia  o p e r a t in g  smoothly and i s  under c o n s id e ra b le  p re s s u re  when the  
equipment i s  not  working p ro p e r ly .
The above a re  some o f  the  employee problems c re a te d  by automation.  
Employees enjoy  some b e n e f i t s ,  a l s o .  Already mentioned have been a 
p o s s ib l e  r e l i e f  from boredom, the s a t i s f a c t i o n  d e r ived  from m anipu la t ing  
a l a rg e  and expensive  p iece  of  equipment, and, in  some i n s t a n c e s ,  
in c reased  pay. In  a d d i t i o n ,  working c o n d i t io n s  a re  improved: surround­
ings  a re  s a f e r  and c l e a n e r .  Job enlargement may w el l  r e s u l t  from 
automation,  w i th  a consequent wider p e r s p e c t iv e  to  be gained by the  
employee. S ince  automation r e q u i r e s  teamwork and c oo p era t io n ,  employees 
may de r ive  s a t i s f a c t i o n  from o p e ra t in g  as a v a lu a b le  member o f  a team.
A ctions  of  managers t o  l e s se n  impact . The p rocess  of  automating 
can be ex trem ely  p a in f u l  to  employees. Deep-seated f e a r s  may be a roused,  
and more t a n g i b l e  h a rdsh ips  may a l s o  r e s u l t .  Time i t s e l f  works to a l low 
managers to  take  s u f f i c i e n t  s te p s  to  reduce harmful e f f e c t s  o f  automation 
on employees; i t  takes  t im e—perhaps y e a r s — to  automate a p l a n t .
During th e  p lann ing  s t a g e ,  dur ing  i n s t a l l a t i o n  and during 
o p e ra t io n  o f  automated equipment, managers can, by t a k in g  some of  the  
a c t io n s  l i s t e d  below, so f t e n  the  impact o f  automation. The l i s t  i s  not  
a l l - i n c l u s i v e ,  but  i t  i s  f a i r l y  i n d i c a t i v e  o f  r ea so n ab le  s t e p s .  Some
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recommendations which have been suggested are  not here  included (such as 
p ass ing  on to  th e  employees a l l  the  sav ings  from au tom at ion ) .
1. S e l e c t  from p r e s e n t  employees those  who can lea rn  t o  o pe ra te  
the  new equipment, t r a i n  them in  i t s  o p e ra t io n ,  and put them to  work in  
the  new p o s i t i o n .  In some i n s t a n c e s ,  upgrading i s  in  o rd e r .  U t i l i z e  
a v a i l a b l e  t a l e n t  wherever p o s s ib l e ,  and to  the  f u l l e s t  e x t e n t .  Where 
a p p r o p r i a t e ,  use t r a i n i n g  personnel  of  m anufac tu re rs  of the  new 
equipm ent .
2. R e ta in  p r e s e n t  employees in p r e s e n t  job c l a s s i f i c a t i o n s  i f  
any of  the  o r i g i n a l  p o s i t i o n s  remain n e ce ssa ry .
3. I f  any p re sen t  employees a re  not  s u i t e d  to  the  new p o s i t i o n s  
or  a re  not  p r e s e n t l y  needed in  the new p o s i t i o n s ,  t r a n s f e r  them elsewhere  
in  the  same d i v i s i o n  or  to  o th e r  d i v i s i o n s  w i th in  th e  same company.
k.  In a l l  s t a g es  o f  au tomating ,  from p lann ing  to o p e ra t in g ,  work 
c lo s e ly  w ith  any labor  unions invo lved .  Attempt to  a r r i v e  a t  mutua l ly  
s a t i s f a c t o r y  s o l u t i o n s .
5. Communicate: ( a )  e a r l y ,  (b)  comple te ly ,  (c)  wi th  union 
o f f i c i a l s  and a l l  employees, and (d) h o n e s t ly ,
6 . Some companies i s s u e  a " s t a te m e n t  of i n t e n t , "  which s t a t e s  
t h a t  no one i s  to  lose  h i s  job, t h e r e  w i l l  be no r e d u c t io n s  in  pay, 
t r a n s f e r s  w i l l  be e f f e c t e d  where p p r o p r i a t e ,  and t r a i n i n g  and r e t r a i n i n g  
w i l l  be undertaken  where n e ce ssa ry .
7. Explain to  a l l  concerned the  need fo r  automating ,  in c lu d ing  
the  p ro v id in g  of  p o s i t i o n s  f o r  some in  p re fe re n c e  to  none a t  a l l ,  as when 
the  com pe t i t ion  pu ts  the company out  of  b u s in e s s .
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8 . Enumerate the  advantages  of automation to  i n d i v i d u a l s :  
upgrad ing ,  s a f e t y ,  c l e a n l i n e s s ,  and job enlargem ent .
9. Where p r e s e n t  employees must be downgraded, m ain ta in  t h e i r  
o r i g i n a l  r a t e  o f  pay, perhaps fo r  a s p e c i f i e d  p e r io d ,  such as  f o r  s ix  
months.
10. T ra in  o r  r e t r a i n  s u p e rv i so r s  e a r l y .  P la ce  a d d i t i o n a l  
emphasis on human r e l a t i o n s  s k i l l s .  Make c e r t a i n  t h a t  the  su p e rv i so r s  
a re  convinced of the  d e s i r a b i l i t y  of  au tomating .
11. Make no f a l s e  s t a te m e n t s ,  e s p e c i a l l y  concerning  the  
advantages o f  au tom ation ,  and do not  minimize the  e f f e c t s  on employees. 
Face the  i s s u e  sq u a re ly .
12. While changing over  to  automated o p e r a t i o n s ,  m ain ta in  some 
employee t r a d i t i o n s  to  support  morale .
13. P lan  c a r e f u l l y  f o r  smooth t r a n s i t i o n  to  automation and to  
reduce the number of "bugs" in  the  new system.
14. Provide advance n o t i c e  o f  changes so as to  a l low maximum 
time fo r  ad ju s tm en ts .
15. Encourage a p p ro p r i a t e  p a r t i c i p a t i o n  in p lann ing  the  automated 
system. Employees f r e q u e n t ly  make h e lp f u l  sugges t ions  and p r o f i t  from
a sense  of p a r t i c i p a t i o n .
16. Do not f o r g e t  employees in  non-automated depar tm en ts ,  who may 
sense a lower s t a t u s  o r  f e e l  t h a t  th ey  a re  f o r g o t t e n .
17. Consider the  adop t ion  of the guaran teed  annual  wage.
18. Provide  severance  pay to  employees who cannot adapt  or  who 
a re  not  o therw ise  needed any longer .
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19. Time i n s t a l l a t i o n  of  automated equipment w i th  bus iness  
upswings.
20. Consider e a r l y  re t i r e m e n t  of o ld e r  workers d i sp laced  by 
automation.
21. In v es t  more funds in  r e s e a r c h  a c t i v i t i e s  concerned w i th  
personnel  problems r e s u l t i n g  from automation.
V. SUMMARY
Managers have many o p p o r tu n i t i e s  to  he lp  subord ina tes  meet t h e i r  
ba s ic  needs:  p h y s io lo g ic a l ,  s a f e t y ,  s o c i a l ,  e g o i s t i c ,  and s e l f -
f u l f i l l m e n t .  Helping to  meet these  needs may motivate  employees to  meet 
company o b j e c t i v e s ;  in  f a c t ,  the  conclus ion  t h a t  both s e t s  of 
o b je c t iv e s  may be a t t a i n e d  s im ultaneous ly  would seem to  be a d e s i r a b l e  
a t t i t u d e  on the  p a r t  of  managers. A c o n t r a ry  a t t i t u d e  would s t r e s s  the 
a t ta inm ent  of  company o b je c t iv e s  no m a t t e r  what the human c o s t .  But 
t h i s  a t t i t u d e  would have managers ignore the  cons iderab le  in f luence  t h a t  
they have on meeting employee needs.
Legal requ irements  have a f f e c te d  b u s iness  managers in  many 
r e s p e c t s ,  but  p a r t i c u l a r l y  in  labor-management r e l a t i o n s .  Managers need 
to  be f a m i l i a r  wi th  the  laws which a f f e c t  them, inc lud ing  an unders tand­
ing of  what the  laws a re  a t tem pt ing  to  accomplish as wel l  as c u r r e n t  
i n t e r p r e t a t i o n s .  Managers have a d i r e c t  i n t e r e s t  in  molding fu tu r e  
l e g i s l a t i o n .
Where unions a re  involved (and e lsewhere)  ab id ing  by the  law i s  
not  enough. Unions need to  be recognized as a d e s i r a b l e  i n s t i t u t i o n ,  the
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c o l l e c t i v e  r e p r e s e n ta t iv e  of  the employees. Managers need an under­
s tand ing  of  the  na tu re  of  unions,  why workers j o in  or  r e j e c t  unions,  and 
how bes t  to  work with unions in so lv ing  problems o f  mutual i n t e r e s t .  A 
reasonable  balance of power needs to  be m ain ta ined ,  e l s e  one p a r ty  w i l l  
become dominant over the  o th e r .  I n t e r n a l  r e s t r a i n t  i s  f e l t  to  be 
p r e f e r a b l e  to  e x t e r n a l l y  imposed r e s t r a i n t  and coopera t ion  p r e f e r a b le  
to  coerc ion .
Automation has c rea ted  or  a t  l e a s t  aggravated a number of  
problems w i th  employees. Automating c e r t a i n  o p e ra t io n s  or  p l a n t s  i s  so 
necessa ry  t h a t  the  qu e s t io n  i s  not whether to  automate but how. I f  the 
d e c i s io n  i s  to automate, c o n s id e ra t io n  must be given to  measures designed 
to  les sen  the  unfavorable  impact on employees. In  g e n e ra l ,  managers 
should u t i l i z e  a v a i l a b l e  t a l e n t  to  the  f u l l e s t  e x te n t  and provide fo r  
smooth t r a n s i t i o n  to  the  automated processes  with  the lowest p o ss ib le  
human c o s t .  Several  o th e r  a reas  o f  managerial r e s p o n s i b i l i t y  have been 
s e lec te d  f o r  in c lu s io n  in  Chapter VI.
CHAPTER VI
SELECTED AREAS OF MANAGEMENT RESPONSIBILITY
This c h a p te r  inc lu d es  an a n a l y s i s  of management r e s p o n s i b i l i t y  
in four  s e l e c t e d  a r e a s .  F i r s t ,  t h e  r o l e  o f  managers in  p o l i t i c s  i s  
exanined.  Second, th e  importance of  e t h i c a l  b u s in e s s  behavior  i s  
s t r e s s e d .  T h i rd ,  an a t tem pt  i s  made to  show the r e l a t i o n s h i p  between 
b us iness  and r e l i g i o n .  F i n a l l y ,  the  p lac e  of the  c o rp o r a t io n  in 
p h i la n th ro p y  i s  s tu d ie d .
I .  MANAGERS AND POLITICS
This s e c t i o n  w i l l  a t tem pt  to  answer s e v e ra l  q u e s t io n s  of impor­
tance to bus iness  managers. What accounts  fo r  the  in c re a sed  i n t e r e s t  by 
b us iness  managers in  p o l i t i c s ?  What a re  some ty pes  of  p o l i t i c a l  a c t i v i t y  
in which a company might engage? Why do some in d iv i d u a l s  o b j e c t  to 
management p a r t i c i p a t i o n  in  p o l i t i c s ?  The conc lus ion  i s  reached t h a t  
managers may f e e l  f r e e  to  engage in p o l i t i c a l  a c t i v i t y ,  but  the  p r e c i s e  
n a tu re  o f  t h e i r  p a r t i c i p a t i o n  w i l l  depend upon the  c i rcum s tan ces .
Managers of  b u s in e ss  f i rms have always engaged in  p o l i t i c a l  
a c t i v i t i e s ;  t h e i r  p a r t i c i p a t i o n  i s  not  new. For many years  in th e  United 
S t a t e s ,  managers have r e p re s e n te d  b u s in e ss  i n t e r e s t s  by pe rson a l  p a r t i c i ­
p a t io n  in  p o l i t i c s ,  through t r a d e  a s s o c i a t i o n s ,  by t e s t i f y i n g  befo re  
cong re ss io n a l  and o th e r  committees,  by lobbying fo r  c o n t r a c t s ,  and by 
o th e r  means.
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Increased  i n t e r e s t  in  p o l i t i c s . The l a s t  few y e a r s ,  however, have 
seen an in c re a s e d  i n t e r e s t  and p a r t i c i p a t i o n  by businessmen in  p o l i t i c s .  
This  new emphasis tak e s  many forms, but  some of  the  most no tab le  
d i f f e r e n c e s  from preced ing  p e r io ds  a re  the  openness of the  movement, the  
d e d ic a t i o n  o f  i t s  l ead in g  ad v oca te s ,  and the  d e f i n i t e  s tands  on c o n t ro ­
v e r s i a l  i s s u e s  which some i n d iv i d u a l  managers and bu s iness  f i rms have 
been w i l l i n g  to  tak e .  Managers have gone on p u b l ic  record  as favor ing  
o r  opposing p o l i t i c a l  c an d id a te s  and proposed l e g i s l a t i o n ,  f o r  example. 
Some of th e  in c reased  i n t e n s i t y  of  e f f o r t  has been in d ic a te d  by a 
fo l low-up survey made by Greyser^ i n  1964 of a s i m i l a r  survey of 
businessmen made by Fenn in  1959. The l a t e r  survey showed con s id e ra b le  
in c r e a s e  i n  i n t e r e s t  and a c t i v i t y  in  p o l i t i c s  in  1964 over 1959.
P o l i t i c a l  programs. Varied programs have been adopted by 
d i f f e r e n t  f i rm s ,  rang ing  from a l l - o u t  campaigns to merely  encouraging 
employees to  v o te .  A few examples o f  p o s s ib le  p o l i t i c a l  a c t i v i t i e s  
i n c l u d e :
1. Urge employees to  r e g i s t e r  and vo te .
2. Support  o r g a n iz a t i o n s  designed to  f o s t e r  a favo rab le  p o l i t i c a l  
c l im a te  fo r  b u s in e s s .
3. Help fo rm ula te  t r a d e  a s s o c i a t i o n  p o l ic y  on government i s s u e s .
S t e p h e n  A. Greyser ,  "Business and P o l i t i c s ,  1964," Harvard 
Business  Review, XLII (September-October ,  1964), 23-32 f f .
9‘Dan H. Fenn, J r . ,  "Business  and P o l i t i c s , "  Harvard Business 
Review, XXXVII (May-June, 1959), 6-8 f f .
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4. P a r t i c i p a t e  in  o r g a n i z a t i o n s  designed t o  improve e f f i c i e n c y  
o f  government o p e r a t io n s .
5. Urge employees to p a r t i c i p a t e  a c t i v e l y  in  campaigns.
6 . Urge e x e c u t iv e s  t o  serve  as c i t y  o f f i c i a l s .
7. Take s tands  on p o l i t i c a l  i s s u e s .
8 . Encourage and f a c i l i t a t e  campaign c o n t r i b u t i o n s  by employees,
9. Bring c a n d id a te s  i n to  th e  p l a n t  to  meet employees.
10. Have top management make t a l k s  on s i g n i f i c a n t  i s s u e s .
11. Include  a r t i c l e s  on c u r r e n t  p o l i t i c a l  i s s u e s  in  the  house
organ.
12. Allow time o f f  f o r  employees to work on campaigns.
13. Consider p o l i t i c a l  a c t i v i t i e s  in  promotion.
14. Send l e t t e r s  to  employees, d e a l e r s ,  and s to c k h o ld e rs  s t a t i n g  
management's views.
15. Have e x ec u t iv es  make c o n ta c t s  w i th  Sena to rs  and R epresen ts -
' I
t i v e s  i n  each e l e c t o r a l  d i s t r i c t .
Some companies have held seminars  on p o l i t i c a l  m a t t e r s  fo r  company 
top  and middle e x e c u t i v e s .  Executives  have been loaned to government fo r  
v a ry ing  len g th s  of t ime, in some in s t a n c e s  w i th  f u l l  pay. Other 
employees have been g ran ted  leaves  of absence when e l e c t e d  to  f u l l - t i m e  
p u b l ic  o f f i c e s .  Business  f r e q u e n t ly  performs r e s e a r c h  on i s s u e s  of  a 
p u b l ic  n a tu re  and p r e s e n t s  i t s  f i n d in g s  and views be fo re  government 
committees and o f f i c i a l s .  Valuable  adv iso ry  s e r v i c e s  have been provided 
o f f i c e  h o ld e r s .  In c reased  emphasis i s  p laced on th ese  and s i m i l a r
3
G r e y s e r ,  o £ .  c i t . ,  p .  1 7 7 .
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a c t i v i t i e s  a t  the  g r a s s - r o o t s  l e v e l .  Expec ta t ions  are  fo r  even wider 
involvement in the  f u t u r e .
Reasons fo r  P o l i t i c a l  A c t iv i t y
Why do managers o f  bus iness  c o rp o ra t io n s  f e e l  the  need to  engage 
in such a c t i v i t i e s ?  Not a l l  managers are  so i n c l in e d ,  o f  course ,  and 
th e re  a re  wide v a r i a t i o n s  in i n t e n s i t y  of d e d ic a t io n .  Reasons fo r  
expanded a c t i v i t y  a l s o  vary, but  some of  the  reasons ex ec u t iv es  give a r e ;  
(1) improve business-government r e l a t i o n s ,  (2) o f f s e t  union power, (3) 
inc rease  e f f i c i e n c y  of  government, (*0 reap in d iv id u a l  rewards, and (5) 
meet so c i a l  r e s p o n s i b i l i t i e s .
Improve b u s in e ss - government r e l a t i o n s . Business i s  in se p a ra b le  
from government in  the  United S t a t e s .  Corporate  income and o th e r  business  
taxes  a re  a major means of  f i n a n c i a l  support  of s t a t e  and fed e ra l  
governments. Changes in  labor-management r e l a t i o n s  over the  yea rs  have 
made the r e l a t i o n s h i p  between bus iness  and government a h igh ly  complex 
one. Monetary p o l ic y  of the government, through c o n t ro l  o f  the money 
supply and c r e d i t ,  i s  another  important  a re a  of  in f lu e n c e .  F i s c a l  po l icy  
a f f e c t s  bus iness  concerns in many ways. Local,  r e g io n a l ,  and s t a t e  
governmental a c t io n s  have f a r - r e a c h in g  in f luences  on bus iness  expansion 
and growth. Governmental involvement with bus iness  in  r e s e a r c h  and 
development has r a i s e d  d i f f i c u l t  q u e s t io n s ,  such as c o n f l i c t s  of  i n t e r e s t .
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F i n a l l y ,  th e re  a re  the e x ten s ive  purchases  by the government from bus iness  
of almost every  p o ss ib le  manufactured product.**
Control  of bus iness  by government through the medium of  laws, 
r e g u l a t i o n s ,  and c o u r t  i n t e r p r e t a t i o n s  has a l s o  been a powerful force  
causing managers to  be more a c t iv e  in  p o l i t i c s .  Congress seems to  have 
few r e s t r a i n t s  to l e g i s l a t e  c o n t r o l s  of bus iness  a c t i v i t y .  Congress and 
the  execu t ive  branch seem to  be disposed  more and more to  c r e a t e  new 
agencies  fo r  f u r th e r  c o n t ro l  of bus iness  a c t i v i t y  or to expand j u r i s ­
d i c t i o n  of e x i s t i n g  ones.  P o l i t i c a l  a c t i v i t y  must be the major r e s t r a i n t  
on l e g i s l a t i o n .  Managers of  b us iness  f irms must be a c t iv e  p o l i t i c a l l y ,  
must a t tem pt  to  sway m a jo r i ty  op in ion ,  and must c r e a t e  a favorab le  
c l im ate  fo r  b u s in e s s .^
These arguments add up to  a convincing case  fo r  bus iness  to engage 
in  p o l i t i c s .  Where i n t e r e s t s  a re  so d i r e c t l y  involved in  such a complex 
manner, to ignore  the  problem would h a rd ly  seem p o s s ib l e .  Business 
managers a re  almost forced to  take p o l i t i c a l  a c t io n  on those  i s su e s  
which a f f e c t  n e a r ly  every f a c e t  of b u s in e ss .
O f f se t  union power. A reason f r e q u e n t ly  advanced fo r  g r e a t e r  
p o l i t i c a l  a c t i v i t y  i s  t h a t  b us iness  must become s t ro n g e r  p o l i t i c a l l y  to 
o f f s e t  the  r e c e n t l y  increased  p o l i t i c a l  power of labor  unions.  Union
Robert F. Lenhart  and Karl S c h r i f t g i e s s e r , "Management in  
P o l i t i c s , "  The Annals of the American Academy of P o l i t i c a l  and Social  
S c ience , CCCXIX (September, 1958), 33-4.
^Robert N. Corley and Robert L. Black, The Legal Environment of 
Business (New York: McGraw-Hill Book Company, I n c . ,  1963), pp. 367-8.
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o f f i c i a l s  p o in t  o u t  t h a t  unions a re  becoming more a c t i v e  and powerful  in  
p o l i t i c s ,  and t h i s  has been t r u e .  T he i r  power, however, i s  e a s i l y  
e x agg e ra ted .  Union p r e s i d e n t s  do not  m ere ly  snap t h e i r  f i n g e r s  and have 
a l l  t h e  union members vote  one way. Many members do not  vote  a t  a l l ,  
and those  who do v o t e ,  may vote  fo r  the  o p p o s i t io n .  Recent Democratic 
Congresses,  which a re  supposed to  be r e p r e s e n t a t i v e  o f  l ab o r ,  have not  
u n t i l  r e c e n t l y  passed l e g i s l a t i o n  comple te ly  a g a i n s t  b us in ess  i n t e r e s t s .  
The p r e s e n t  Congress,  i t  must be po in ted  o u t ,  has not  been h e s i t a n t  to  
co n s ide r  and pass  l e g i s l a t i o n  espoused by o rgan ized  lab o r  and opposed by 
b u s in e ss  i n t e r e s t s .  That  t h i s  can be a t t r i b u t e d  to  in c reased  union 
power i s  u n c e r t a i n .
Unions have inc reased  t h e i r  p o l i t i c a l  power. That the apex has 
been reached ia  open to  q u e s t io n .  C e r t a in l y  o rgan ized  labor  p r e s e n t s  a 
s t ro n g  f r o n t  on the  p o l i t i c a l  scene .  There i s  no th ing  m ora l ly  wrong with 
b u s in e ss  a t t e m p t in g  to  o f f s e t  t h i s  power. In  f a c t ,  t h e  democrat ic  p rocess  
r e q u i r e s  t h a t  each i n t e r e s t  r e p r e s e n t  i t s  own case to the  b e s t  o f  i t s  
a b i l i t y  so t h a t  a s a t i s f a c t o r y  ba lance  may be s t r u c k .
I n c re a s e  e f f i c i e n c y  o f  government. Business  managers f r e q u e n t ly  
may b r in g  e f f e c t i v e  knowledge and a b i l i t y  to  government p o s i t i o n s ,  or 
pass  on u se fu l  id e a s  and in fo rm a t io n  to  government o f f i c i a l s  or  
committees. E f f e c t i v e  b u s in e ss  managers a re  no t  a u to m a t i c a l l y  e q u a l ly  
e f f e c t i v e  p o l i t i c i a n s ,  but  t h e r e  i s  much c a r r y - o v e r .  A b i l i t y  t o  o rg an iz e ,  
to  d i r e c t ,  and to  c o n t r o l  i s  needed in  government as wel l  as b u s in e s s .
Much o f  the  in fo rm a t ion  p re sen te d  to  i n v e s t i g a t i n g  committees i s  
ga thered  by b u s in e s s .  Some of the  d a ta  i s  b iased  in  fav o r  o f  b u s in e s s ,
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but  on th e  whole i s  i n v a lu a b le  as a d d i t i o n a l  in fo rm at ion  on which to 
base d e c i s i o n s .
In c r e a s in g  the  e f f i c i e n c y  o f  government r e a c t s  fav o rab ly  on 
b u s in e s s  and s o c i e ty  i n  g e n e r a l .  Business  f i rms b e n e f i t  from b e t t e r  use 
of  tax  money and perhaps lower tax e s  and through a b e t t e r  c l im ate  in 
which to  o p e r a t e .  The continued success  o f  the  democrat ic  form of  
government i s  e s s e n t i a l  to  the  c a p i t a l i s t i c  form of economy. Only a 
f a r - s i g h t e d  view can determine  t h a t  i t  may be necessa ry  tem po ra r i ly  to  
c r i p p l e  a p a r t i c u l a r  b u s in e s s  firm by borrowing some capable  execu t ive  
long enough to  be of  s i g n i f i c a n t  a s s i s t a n c e  to government. Sena tor  Barry 
Goldwater pu t  i t  t h i s  way:
Businessmen have always been r e l u c t a n t  to  g e t  i n to  p o l i t i c s ,  
because  t h e y ' r e  a f r a i d  i t  might c o s t  them a l i t t l e  b i t ,  because 
t h e y ' r e  a f r a i d  they  might lose  a customer— because t h e y ' r e  a f r a i d  
they  might lose  some b u s in e s s .  I t h in k  t h e y ' r e  now beginning  to 
r e a l i z e  t h a t  the  bu s in e ss  t h e y ' r e  going to  lose  i s  t h e i r  own. As 
a r e s u l t ,  they a re  g e t t i n g  i n t e r e s t e d  i n  p o l i t i c s  more and more, 
e s p e c i a l l y  the  younger ones .^
Reap in d iv id u a l  r e w a rd s . Returns  to  bu s in ess  managers engaged in  
p o l i t i c a l  a c t i v i t i e s  vary  w i th  the c i rc um s tan ces .  For i n s t a n c e ,  even 
though a p a r t i c u l a r  p o l i t i c a l  a c t i v i t y  may be very e d u c a t io n a l  and 
rewarding p e r s o n a l ly ,  promotion in the  company may be h indered .  Such 
a c t i v i t y  might be h ig h ly  p ra i s e d  in  another  company.
Managers in  p o l i t i c s  may d e r iv e  c e r t a i n  s a t i s f a c t i o n s  s i m i l a r  to 
those  enjoyed by c a r e e r  p o l i t i c i a n s .  S t a t u s ,  a sense of  p a r t i c i p a t i o n ,
^Stephen A. G reyser ,  "Case of  the  Part-Time P o l i t i c i a n , "  Harvard 
Business  Review, XL ( Ja n u a ry -F eb ru a ry ,  1962), 2k.
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a f e e l i n g  of be long ing ,  an a t t i t u d e  of being on the i n s id e ,  a f e e l i n g  of 
g e t t i n g  something done, and power—any one or  a combination of  these  
rewards may accrue  to  the  bu s in e ss  manager in p o l i t i c s .
A survey of businessmen in the  P h i l a d e l p h ia  m e t ro p o l i t a n  a re a  
conducted by th e  U n iv e r s i ty  of Pennsy lvan ia  in  coo p era t io n  with  the  
Committee for  Economic Development turned up an i n t e r e s t i n g  r e s u l t .  
Businessmen were asked what e f f e c t  th e re  would be on the  b u s in e ss  c a r e e r  
of  a young man who became p o l i t i c a l l y  a c t i v e .  Only 31 out  of 124 f e l t  
t h a t  such a c t i v i t y  would be h e lp fu l  to  a c a re e r  in  the  company, while 47 
f e l t  t h e r e  would be no e f f e c t ,  26 f e l t  t h e r e  would be a h in d e r in g  e f f e c t ,  
and 20 d id  not  know.^
Business  managers have t r a d i t i o n a l l y  been a s s o c i a t e d  w i th  the  
Republican p a r ty .  An e x ecu t ive  a c t i v e l y  suppor t ing  the  Democrats may 
f ind  promotion a l i t t l e  slower in  coming and may be d i s c r im in a te d  a g a in s t  
i n  any number of  s u b t l e  ways. Perhaps in  many companies i t  i s  e a s i e r  to
O
be p o l i t i c a l l y  a c t iv e  as a Republican than as  a Democrat.
The Harvard Business  School Club of Washington, D. C . , conducted a 
survey a few y e a rs  ago of businessmen in government. Seventy p e r  cen t  of 
th e  businessmen f e l t  t h a t  t h e i r  government exper ience  had made them 
b e t t e r  bu s in ess  e x e c u t iv e s .  The businessmen in  government ob jec ted  to 
th e  r e d u c t io n  in  pay, " red  t a p e , "  l en g th  of absence from b u s in e s s ,  lack
^Lenhart and S c h r i f t g i e s s e r ,  o£. c i t . ,  p. 39.
g
G. Mennen Will iams, "Can Businessmen be Democrats?" Harvard 
Business  Review, XXXVT (M arch-A pri l , 1958), 103.
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of  o n - th e - jo b  i n d o c t r i n a t i o n ,  c o n f l i c t s  o f  i n t e r e s t ,  and u n re s t ra in ed
O
c r i t i c i s m ,  e s p e c i a l l y  from l e g i s l a t i v e  bodies .
On balance ,  i t  can probably  be s a id  t h a t  managers have the  
o pp o r tu n i ty  of improving t h e i r  s k i l l s  as managers through government 
s e rv i c e .  The e f f e c t s  on advancement w i th in  the company w i l l  depend upon 
the  a t t i t u d e  th e  p a r t i c u l a r  bus iness  tak e s  toward p o l i t i c a l  a c t i v i t y  on 
th e  p a r t  of  i t s  e x ecu t ives .
Meet s o c ia l  r e s p o n s i b i l i t i e s . Some— the re  i s  no way of knowing 
how much—of the  bus iness  manager 's  a c t i v i t y  in  p o l i t i c s  r e s u l t s  from a 
sense of s o c i a l  r e s p o n s i b i l i t y ,  e i t h e r  a lone or  in  con junc t ion  w i th  o ther  
motives.  This p a r t i c i p a t i o n  i s  ak in  to  o th e r  s o c i a l l y  r e s p o n s ib le  
a c t io n s ,  such as c h a r i t a b l e  c o n t r ib u t io n s ,  support  o f  community a c t i v i ­
t i e s ,  and f i n a n c ia l  support  of  educa t ion ,  a l l  of  which d e r ive  from the 
n o t io n  t h a t  managers of bus iness  c o rp o ra t io n s  have r e s p o n s i b i l i t i e s  in 
these  a re a s .
Thomas R. Reid, Civic  and Governmental A f f a i r s  Manager, Ford 
Motor Co., s t a t e s :
We f e e l  t h a t  many persons have a r i g h t  to  know where our company 
stands  on p u b l ic  i s su e s  t h a t  a f f e c t  i t .  We f e e l  t h a t  we have a 
r e s p o n s i b i l i t y  to  po in t  out  the  e f f e c t  of  proposed governmental 
a c t io n s  on the  company and i t s  a b i l i t y  to  ope ra te  s u c c e s s f u l l y . ^
Not only the  p rov id ing  of  in fo rm at ion ,  but  a l so  the  tak ing  of 
p o s i t i v e  a c t io n  i s  j u s t i f i e d  by a sense  of s o c ia l  r e s p o n s i b i l i t y .  The
9
"Businessmen in  Government—An A p p ra is a l , "  Washington, D. C ,:  
Harvard Business School Club o f  Washington, D. C . , 1958,
^®Thomas R. Reid, "The Case fo r  Company-Sponsored C i t i z e n s h ip  
Programs," Off ice  Executive, XXXV ( J u ly ,  1960), 27.
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t r u s t e e s h i p  concept i s  developed by Thomson, who says;
P a r t i c i p a t i o n  of a businessman in  pub l ic  a f f a i r s  begins j u s t  
where- the  p a r t i c i p a t i o n  of anyone e l s e  beg ins ,  with the  f a c t  t h a t  
he i s  a c i t i z e n .  He i s  not  d i s e n f ra n c h is e d  because he i s  a 
businessman. He i s  not  r e l i e v e d  o f  any o f  the  p r i v i l e g e s  o r  
r e s p o n s i b i l i t i e s  of c i t i z e n s h i p .  Rather ,  because of h i s  p o s i t io n  
in  h i s  o rg a n iz a t io n ,  he i s  o f t e n  the  t r u s t e e  of  the  p r o p e r t i e s  
and i n t e r e s t s  of  many fe l low c i t i z e n s . 11
This argunent  has c o n s id e ra b le  m e r i t .  A weakness e x i s t s  in  th a t  managers 
of th e  l a r g e r ,  modern co rp o ra t io n s  may not  be the  duly e l e c t e d  r e p r e ­
s e n t a t iv e s  of  the  se v e ra l  groups the  managers a re  supposed to r e p r e s e n t ,  
even of the  s to c k h o ld e r s .  Someone has even suggested t h a t ,  before  
managers take  p o l i t i c a l  a c t io n ,  they  should ge t  the  vote o f  s tockholders  
to  determine what t h e i r  wishes r e a l l y  a r e .
The people of  the United S ta te s  have been s t rong  adheren ts  of 
e x te n s iv e  and complete educa t ion ,  not  only to  extend te c h n ic a l  and 
s c i e n t i f i c  knowledge and to  make c a p a b i l i t i e s  more widespread,  but  a lso  
to  s t ren g th e n  the  p o l i t i c a l  and economic systems. One evidence t h a t  t h i s  
b e l i e f  has been success fu l  i s  the r e l a t i v e l y  long time t h a t  the United 
S t a te s  has e x i s t e d  as  a growing and prosperous n a t io n .  Many managers 
b e l i e v e  t h a t  they have a r e s p o n s i b i l i t y  t o  inform c i t i z e n s  about 
p o l i t i c a l  i s su e s  so t h a t  a c t io n s  w i l l  be taken to  defend the system. 
Assuming t h a t  the  in formation  presen ted  i s  fac tu a l  and complete,  the  idea 
i s  sound. Dr. Claude Robinson of  Opinion Research Corporat ion,  says ;
I t  can be determined t h a t  when you take the  id e o lo g ie s  of 
people w i th  d i f f e r e n t  in formation  l e v e l s ,  you always f in d  th a t  
the  ideo lo g ie s  swing to  the  r i g h t  as the  f a c t s  a re  c l e a r e r  in
^Dwight  J .  Thomson, " R e s p o n s i b i l i t i e s  of  a Corporate E n te rp r ise  
in  the  Community, S t a t e  and Nat ion ,"  Advanced Management, XXV (February,  
1960) ,  1 4 .
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p e o p le ' s  minds . . . .  I t  d o e s n ' t  make any d i f f e r e n c e  what 
income groups or  what age groups or  what e du ca t ion a l  groups they 
a re :  t h a t  b a s ic  p r i n c i p l e  ho lds .  The more people know about
the c a p i t a l i s t i c  system, the  more they  b e l iev e  in i t .
Thus, managers have some r e a l  reasons to  b e l iev e  they  have a 
so c i a l  r e s p o n s i b i l i t y  to  engage in  p o l i t i c s .  When one co ns id e rs  these  
and a l l  the  above-mentioned reasons  fo r  p o l i t i c a l  p a r t i c i p a t i o n ,  a s t rong  
case  i s  made for  such p a r t i c i p a t i o n .  I f  businessmen do not  support— 
f i n a n c i a l l y  and o therw ise—p o l i t i c i a n s  with the  proper i n t e r e s t s ,  then 
the  underworld,  the  f a v o r - s e e k e r s , and the s p e c ia l  i n t e r e s t s  w i l l  help 
e l e c t  p o l i t i c i a n s  who may not  r e p r e s e n t  the b e s t  i n t e r e s t s  of bus iness  
and s o c ie ty .
Object ions to  P o l i t i c a l  A c t iv i ty
Despite  the  favorab le  arguments fo r  p o l i t i c a l  p a r t i c i p a t i o n  by 
bus iness  managers, and d e s p i t e  the  r ecen t  in c reases  in p o l i t i c a l  
a c t i v i t i e s ,  many o b je c t io n s  have been r a i s e d ,  as exemplif ied  by those of 
Maremont,*'* L e v i t t ,  *** and Reagan.
Maremont o b je c t s  to  bus iness  being in p o l i t i c s  a t  a l l ,  but h is  
o b je c t io n s  seem to be of the  p a r t i c u l a r  manner of p a r t i c i p a t i o n .  He
^ A l f r e d  F r ie n d ly ,  "The Business of Business of Government:
Neglect  P o l i t i c s  a t  Your P e r i l , "  V i t a l  Speeches of the  Day, XXIV 
(August 1, 1958), 631.
^A rn o ld  H. Maremont, "The Dangers of  Corporate A c t iv i t y  in  
P o l i t i c s , "  Business T o p ic s , VIII  (Winter , 1960), 7-17.
^Theodore  L e v i t t ,  "Business Should Stay out  of P o l i t i c s , "
Business Horizons,  I I I  (Sumner, 1960), U5-51.
^M ichae l  D. Reagan, "The Seven F a l l a c i e s  of Business in  
P o l i t i c s , "  Harvard Business Review, XXXVIII (March-Apri l ,  1960), 60-68.
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p o in t s  out  t h a t ,  while  the  a re a s  where bus iness  and government co inc id e  
have been expanding,  th e  i n t e r e s t  o f  bu s in ess  i s  s t i l l  much more narrow 
than  t h a t  of  the  government. While t h i s  i s  t r u e ,  i t  over looks  the  f a c t  
t h a t  b u s i n e s s ' s  view i s  only one, and t h a t  l ab o r ,  a g r i c u l t u r e ,  and o th e r  
views a re  be ing  e f f e c t i v e l y  s t a t e d .
Maremont r a i s e s  sev e ra l  q u e s t io n s  f o r  management, in c lu d in g ,
"Will no t  the  employees who belong to  d i f f e r e n t  o r g a n i z a t i o n s ,  unions ,  
or  p o l i t i c a l  p a r t i e s  develop a profound antagonism fo r  the  c o r p o r a t i o n ' s  
p o l i t i c a l  a c t i v i t i e s ? "  The answer depends on what the  a c t i v i t i e s  a r e .
I f  the  a c t i v i t i e s  inc lude  co e rc io n ,  s l a n te d  p r e s e n t a t i o n s  o r  p l a i n  
d e c e p t io n s ,  o r  o t h e r  in vas io n  o f  i n d iv id u a l  r i g h t s ,  then th e r e  w i l l  be 
o b j e c t i o n s .  The i n d i v i d u a l ,  Maremont b e l i e v e s ,  i s  deprived  o f  h i s
16r i g h t s  and r e l i e v e d  o f  h i s  d u t i e s ,  when c o rp o r a t io n s  e n t e r  p o l i t i c s .
Even i f  one be l iev e d  th e  i n d iv id u a l  had been e x e r c i s in g  h i s  r i g h t s  on a 
la rg e  s c a l e ,  t h i s  h a rd ly  seems a v a l i d  com pla in t .  Again, i t  i s  a 
q ue s t io n  o f  what p o l i t i c a l  a c t i v i t i e s  the  company engages i n .  I f  the  
a c t i v i t y  i s  f a i l u r e  to  promote an e x e c u t iv e  who votes  f o r  the  o p p o s i t io n ,  
then th e re  i s  v a l i d i t y  t o  the  o b j e c t i o n .
C e r ta in  of  L e v i t t ' s  o b j e c t i o n s  t o  c o rp o ra te  p o l i t i c a l  a c t i v i t y  are  
more convinc ing .  For one t h in g ,  L e v i t t  b e l i e v e s  t h a t  Lusiness  cannot 
s u s t a i n  an a c t i v e  p o l i t i c a l  i n t e r e s t  among s u p e rv i s o r s  and managers.  At 
the  loca l  p o l i t i c a l  l e v e l s ,  the  work i s  too u n a t t r a c t i v e  f o r  su s ta in ed  
i n t e r e s t .  This  may be the  reason  why l i t t l e  i s  be ing  heard about bu s iness
, l o c .  c i t .
in  p o l i t i c s  today.  L e v i t t  a l s o  q u e s t io n s  i f  b u s in e s s ,  once i t  got  
s u p e r io r  p o l i t i c a l  power, would ever  be s a t i s f i e d .  He b e l i e v e s  t h a t  
compromises would s t i l l  have to  be reached ,  and bu s iness  would have the  
unp leasan t  t a sk  of be ing  a l l  t h in g s  to a l l  peo p le .  L a s t l y ,  p o l i t i c a l  
a c t i v i t y  would mean s a c r i f i c e  of some p r o f i t s . 1  ^ The q u e s t io n  of p r o f i t  
maximizat ion as a b u s in e s s  o b j e c t i v e  has a l r e a d y  been d i s c u s se d .
Reagan has concluded t h a t  th e r e  a r e  seven major  p r o p o s i t i o n s  
und e r ly in g  bu s in e ss  in  p o l i t i c s ,  each o f  which i s  to  some degree suspec t
1. The i n t e r e s t s  of c o rp o r a t io n s  a re  (a lways)  th e  i n t e r e s t s  of 
so c i e ty ;  t h e r e f o r e ,  c o rp o r a t e  managers should be t r u s t e e s  fo r  s o c i e ty .
2. Business i s  a t  p r e s e n t  in  a dangerous s t a t e  of  p o l i t i c a l  
h e l p l e s s n e s s .
3. The pr imary purpose of  g e t t i n g  i n to  p o l i t i c s  i s  to  p u t  the 
unions in t h e i r  p lace . ,
4. Business a b i l i t y  i s  d i r e c t l y  t r a n s l a t a b l e  i n to  p o l i t i c a l  
a b i l i t y .
5. E le c t o r a l  a c t i v i t y  i s  the  only ro u te  to  p o l i t i c a l  i n f lu e n c e .
6 . What works f o r  the  labor  goose a l s o  works f o r  the  co rpo ra te
gander.
7. The c o rp o r a t io n  can r e s t r i c t  i t s  p a r t i c i p a t i o n  t o  the  i s su e
i 4. 18i t  s e l e c t s .
l ^ L e v i t t ,  l o c . c i t .
1®Reagan, loc .  c i t .
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The f i r s t  o b j e c t i o n  has a l r e a d y  been answered above. The second 
o b j e c t i o n  would be a good one i f  managers r e a l l y  be l ieved  i t .  What i s  
be l iev e d  i s  t h a t  p a r t i c i p a t i o n  should become more e x te n s iv e  and o v e r t .
The t h i r d  o b j e c t i o n  i s  based on the  assumption t h a t  unions have l i t t l e  
p o l i t i c a l  power. T h e i r  g a in s  a t  the  p r e s e n t  t ime would i n d i c a t e  t h a t  
they  do have c o n s id e r a b le  power. The f o u r t h  o b j e c t i o n  assumes t h a t  the  
knowledges and s k i l l s  o f  the  e x e c u t iv e  a re  more narrow than  those  of the  
p o l i t i c i a n .  There a re  some d i f f e r e n c e s ,  but  s t u d i e s  have shown b u s in e s s ­
men to  be q u i t e  s u c c e s s f u l  i n  government; i t  i s  u s u a l ly  the  bus inessm an 's  
d i s s a t i s f a c t i o n  w ith  the  government which caused him to  leave  i t s  
s e r v i c e .  The f i f t h  p r o p o s i t i o n  i s  no t  l i k e l y  b e l i e v e d  by any i n t e l l i g e n t  
b u s in e ss  manager. Reagan’ s d i s c u s s io n  of  the  s i x t h  p r o p o s i t i o n  merely 
p o in t s  ou t  the  f a c t  t h a t  l ab o r  l e a d e r s  g e t  t h e i r  a u t h o r i t y  through 
e l e c t i o n s ,  whi le  b u s in e s s  managers may n o t .  The seventh  p r o p o s i t i o n  i s  
o f  l i t t l e  s i g n i f i c a n c e ;  bu s in e ss  managers would not be expected to  take 
p o s i t i o n s  and a c t i o n s  on a l l  p o l i t i c a l  i s s u e s ,  nor  would they .
Business  managers , both as i n d iv i d u a l s  and c o rpo ra te  r e p r e s e n t a ­
t i v e s ,  have as much r i g h t  t o  engage i n  p o l i t i c a l  a c t i v i t i e s  as labor  
unions o r  f anners  o r  anyone e l s e .  Corpora t ions  must avoid v i o l a t i n g  the 
Corrupt P r a c t i c e s  Act through making d i r e c t  c o n t r i b u t i o n s  to  p o l i t i c a l  
p a r t i e s ,  b u t  th e re  a re  many o th e r  p o l i t i c a l  a c t i v i t i e s  in  which r e p r e s e n t ­
a t i v e s  of the  b u s in e s s  may l e g a l l y  p a r t i c i p a t e .  I t  i s  im poss ib le  to  
recommend a p o l i t i c a l  program t h a t  would be u n i v e r s a l l y  a p p r o p r i a t e  fo r  
a l l  b u s in e s s  f i rm s ,  because of th e  w ide ly  vary ing  s i t u a t i o n s .  Managers
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can f e e l  f r e e  t o  engage in  p o l i t i c s ,  g e n e r a l l y  so long as they a re  
honest  and aboveboard and do not  impinge on the r i g h t s  o f  o t h e r s .  A 
b e t t e r  unde rs tan d in g  of  e t h i c s  in  b u s in e s s  would a l s o  be of  c o n s id e ra b le  
h e lp .
I I .  MANAGERS AND BUSINESS ETHICS
There has long been a need by b u s in e s s  managers fo r  guidance in 
q u e s t io n s  in v o lv in g  b u s in e s s  e t h i c s .  E th ic s  c o n s t i t u t e  one o f  th e  grey 
a re a s  in  b u s in e s s  behav io r ;  t h a t  i s ,  answers a re  no t  always c l e a r .  This 
s e c t i o n  w i l l  be devoted to  s e v e r a l  t o p i c s  r e l a t e d  to  bus in ess  e t h i c s .
A d e f i n i t i o n  o f  e t h i c s  w i l l  be advanced. The o r i g i n ,  scope,  and need 
f o r  b u s in e s s  e t h i c s  w i l l  be d i s c u s s e d .  E f f o r t s  to  ensure  e t h i c a l  conduct 
w i l l  be examined, and an a t t em p t  w i l l  be made to  show the  r e l a t i o n s h i p  
of e t h i c s  to  p r o f i t s .  F i n a l l y ,  examples of  s p e c i f i c  codes of  e t h i c s  w i l l  
be p re s e n te d .
E th ics  d e f i n e d . One of  the  d i c t i o n a r y  d e f i n i t i o n s  of e t h i c s  i s
" the  s c ien c e  o f  moral va lues  and d u t i e s ;  the  s tudy of  id e a l  human
c h a r a c t e r ,  a c t i o n s ,  and e n d s . "  Another i s ’i "moral p r i n c i p l e s ,  q u a l i t y ,
o r  p r a c t i c e , " ^  A t e x t  d e f in e s  e t h i c s  as " th e  s tudy and phi losophy of
20human conduct  w i th  emphasis on th e  d e te rm in a t io n  of r i g h t  and wrong." 
Webster’ s g ives  the  d e f i n i t i o n  of e t h i c a l  as  "conforming to  p r o f e s s io n a l
19W ebste r ’ s New C o l l e g i a t e  D ic t io n a ry  ( S p r i n g f i e l d ,  M assachuse t t s :  
G. & C. Merriam C o . , P u b l i s h e r s ,  1958), p. 283.
^^Richard E. B a l l ,  Eugene J .  K e l ley ,  and R o l l in  H. Simonds,
Business  A d n i n i s t r a t i o n : Problems and Func t ions  (Boston:  Allyn and Bacon,
I n c . ,  1962), pp. 468-469.
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s tandards  of  conduct ."  A proposed d e f i n i t i o n  of  e t h i c s  fo r  the purpose
of t h i s  s tudy i s :
E th ics  are  the  s tandards  of  conduct, based on some concept of 
r i g h t  and wrong, e s t a b l i s h e d  a t  a given p o in t  in  t ime.
Re la ted  te rm s . M ora l i ty  i s  a r e l a t e d  term o f te n  equated  with
e t h i c s .  Moral i ty  r e f e r s  to  the  degree of  conformity  to  the  e s t a b l i s h e d
e t h i c s ,  but  t h i s  f i n e  d i s t i n c t i o n  has l i t t l e  meaning in a time when the
two terms are  so o f t e n  used in te rchang eab ly .  "E th ics"  i s  der ived  from
the  Greek e thos  which has a conno ta t ion  - f  r i g h tn e s s ,  inc lu d ing  reason
21and f o r e s ig h t  in  human conduct .  "Morals" i s  der ived  from the L a t in
mores, and re p re s e n ts  the minimum r e s t r i c t i o n  on man's e t h i c a l  o r  moral
conduct .  Law i s  concerned not  wi th  man's e n t i r e  being o r  conduct , but
only w i th  ove r t  a c t s  which a f f e c t  o th e r s :
I t  ( law) not  only  confines  i t s e l f  to  c o n t r o l l i n g  the outward a c t s  
of men; i t  l i m i t s  i t s e l f  to  those  p a r t i c u l a r  a c t s  of  man to  man 
which can be reg u la te d  by the  p u b l ic  a u t h o r i t y ,  which i t  has proved 
p r a c t i c a b l e  to  r e g u la te  in  accordance with  uniform r u l e s  a p p l i c a b le  
to  a l l  a l i k e  and in  equal degree .  . . .  I t  does not m a n  to  be 
the  guardians  of  men's c h a r a c t e r s ,  i t  only s tands  w i th  a whip fo r  
those who give  o v e r t  proof  of  bad c h a ra c te r  i n  t h e i r  d ea l in g s  with 
t h e i r  fe l low-m en.22
Orig in  of e t h i c s . E th ica l  concepts  were he ld  a t  l e a s t  as f a r  back 
as recorded h i s t o r y .  The a n c ie n t  Egyptians l e f t  w r i t t e n  reco rds  of
^*Carl F. Taeusch, P r o f e s s io n a l  and Business  Eth ics  (New York: 
Henry Holt  and Company, 1926), p. 7 8.
22 Woodrow Wilson, The S t a t e ,  (Boston:  D. C. Heath and Company, 
1898), p. 602.
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2 3e t h i c a l  concep ts .  The Code o f  Hammurabi inc luded  e t h i c a l  p r i n c i p l e s . ^
C h r i s t i a n  r e l i g i o n  has been the  fo re ru n n e r  o f  most o f  modern bus in ess  
25e t h i c s .  But v a r io u s  n o n - th e o lo g ic a l  p h i lo s o p h ie s  have a l s o  added to
26p r e s e n t  concepts  of  e t h i c s .  The tea ch in g s  o f  Je su s  l a i d  the  founda­
t i o n s  f o r  much of  modern e t h i c a l  codes o f  conduct .  S o c ra te s ,  P l a t o ,  and 
A r i s t o t l e  made c o n t r i b u t i o n s .  S t .  Thomas Aquinas, D e sc a r te s ,  Hegel,
27Locke, and Kant a l l  c o n t r i b u te d  t o  p r e s e n t  t h in k in g  on e t h i c a l  m a t t e r s .
Scope of  e t h i c s . The e t h i c s  p r a c t i c e d  by b us in e ss  managers 
a f f e c t s  t h e i r  b u s in e ss  f i rm s and s o c i e t y  as a whole. E th ic a l  q u e s t io n s  
a r i s e  in  every  fu n c t io n  of  the  b u s in e ss  and in  r e l a t i o n s  w i th  a l l  persons 
who a re  a f f e c t e d ,  d i r e c t l y  or  i n d i r e c t l y ,  by the  b u s in e ss .  P r i c in g ,  
a d v e r t i s i n g ,  h i r i n g ,  p lann ing ,  f in a n c in g ,  and accoun t ing  a re  but  a few 
examples of bu s in e ss  a c t i v i t i e s  which a re  d i r e c t l y  concerned w ith  e t h i c s .  
The d e te rm in a t io n  o f  what s h a l l  be th e  u l t i m a t e  o b j e c t i v e  o f  a bus iness  
f i rm  i s  a t  l e a s t  p a r t l y  an e t h i c a l  i s s u e .
2 ^ See Crane B r in to n ,  A H is to ry  o f  Western Morals , New York;
Harcourt  Brace, 1959.
24See S. Cook, The Law of  Moses and The Code o f  Hammurabi, London: 
Black,  1903.
25I b i d . , p. 47.
2^ P h i l i p  S. Gershon, "The Jewish  Approach to  Business  E th i c s , "  
E th ics  and Standards  in  American B u s in e s s , Joseph W. Towle, e d i t o r  
(Boston:  Houghton M i f f l i n  Company, 1964), p. 129.
27Graeme O’Geran and o t h e r s ,  ( e d . ' s ) ,  An I n t r o d u c t io n  to  the  S o c ia l  
Sciences  (H a r r i sb u rg ,  P ennsy lvan ia :  The S tackpo le  Company, 1954), p .  46.
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E th ic a l  g u i d e s . Managers have some guidance in  r e s o lv in g  e t h i c a l  
q u e s t io n s  b u t ,  i t  would appear ,  not  n e a r ly  enough. There a re  v a r io u s  
codes of e t h i c s  which have been p u b l i sh ed ,  some examples of  which w i l l  be 
in d ic a te d  l a t e r  in  t h i s  s e c t i o n .  There a re  v a r io us  r e l i g i o u s  d o c t r i n e s  
which a re  of he lp  to  some b u s in e ss  managers.  Laws provide  a minimum 
s tandard  o f  conduct .  Many bus iness  f i rms have p o l i c y  s ta tem en ts  which 
inc lude  a t t i t u d e s  toward e t h i c s .  The p r a c t i c e s  of  o th e r  managers in  
s i m i l a r  s i t u a t i o n s  f r e q u e n t ly  provide  good examples of e t h i c a l  b ehav io r .  
Each manager has what may be c a l l e d  h i s  pe rsona l  e t h i c ,  h i s  concept of 
what i s  r i g h t  and wrong.
Need f o r  unders tand ing  e t h i c s . That these  guides  a re  i n s u f f i c i e n t  
may be unders tood by r e f e r r i n g  t o  the  p l e n t i f u l  l i t e r a t u r e  on the 
q u e s t io n  o f  e t h i c s .  Business  managers a re  c o n t i n u a l l y  seeking  guides  to  
he lp  solve e t h i c a l  q u e s t io n s .  Perhaps no f i n a l  answers are  a v a i l a b l e .  
Perhaps to  move to  the  id e a l  in  a sh o r t  time i s  im poss ib le .  There may be 
some c o n f l i c t s  between what i s  cons idered  to  be e t h i c a l  behavior  and the  
a t ta in m en t  of c e r t a i n  c o rp o ra te  g o a l s ,  a t  l e a s t  i n  the  sh o r t  run .  Some 
managers f e e l  t h a t  they  can h a rd ly  behave in  an i d e a l l y  e t h i c a l  manner i f  
t h e i r  com pet i to rs  do n o t .  Also, b e l i e f s  of what i s  e t h i c a l  in t h i s  time 
may change in  the  f u tu r e  as such b e l i e f s  have changed in  the  p a s t .
Other evidence of  the  need f o r  a b e t t e r  unders tand ing  i s  found in  
the  u n e th i c a l  p r a c t i c e s  followed by some b u s in e s s  managers. Ignorance of 
what i s  or i s  not  e t h i c a l ,  m isunders tanding  of the  s i t u a t i o n ,  and 
i n t e n t i o n a l  behavior  a re  a l l  to  blame. Uneth ica l  p r a c t i c e s  a re  easy to  
observe:  m is lead ing  a d v e r t i s e m e n ts ,  s h o r t  w e igh ts ,  nepotism, c o n f l i c t s
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of i n t e r e s t ,  inadequate  d i s c lo s u r e ,  and many o th e r s .  I t  would be 
d i f f i c u l t  t o  say whether bus iness  in genera l  i s  more or l e s s  e t h i c a l  
than i t  was 50 years ago. Whatever the tendency,  the re  i s  cons iderab le  
room fo r  improvement.
Ensuring e t h i c a l  conduct . The complexity of the  bus iness  system 
complica tes  the c o n s id e ra t io n  of  e t h i c a l  q u e s t io n s .  Managers must be 
aware t h a t  consumers are b e t t e r  informed today than ever  before ,  and 
many consumers are  quick to  take c o r r e c t i v e  a c t io n  when they  d i s c e rn  
u n e th ic a l  p r a c t i c e s .  B e t t e r  bus iness  bureaus are  very a c t iv e  in  some 
c i t i e s  in  r e s t r a i n i n g  u n e th ica l  behavior .  Not l e a s t ,  the  government in 
a l l  i t s  forms and a t  a l l  l e v e l s  has ex h ib i t ed  a w i l l in g n e s s  to pass  
l e g i s l a t i o n  and i n s t i t u t e  c o n t r o l s  where necessa ry  to  ensure  e t h i c a l  
business  a c t i v i t y .
Business managers must see t h a t  e t h i c a l  behavior  i s  one of t h e i r  
r e s p o n s i b i l i t i e s .  The p r a c t i c e  of good e t h i c s  i s  d e s i r a b l e  from the 
s tandpo in ts  o f  the in d iv id u a l s  concerned,  the  bus iness  f i rm, and 
s o c i e t y .  I f  managers do not a t tempt to  l e a rn  and to  do what i s  r i g h t ,  
then someone, most l i k e l y  the  government, w i l l  decide for  them what to 
do. Modern bus iness  could not func t ion  i f  there  were not confidence in 
o t h e r s .  A good example of the  n e c e s s i ty  fo r  confidence  i s  in  the  
ex ten s ion  of c r e d i t .
E th ics  and p r o f i t s . Considerable a t t e n t i o n  has a l r e a d y  been 
devoted to  the  fu n c t io n  of  p r o f i t s  in  American b us in ess .  P r o f i t s  are  the  
main m otiva t ing  fo rce  fo r  economic a c t i v i t y .  Do p r o f i t s  and e t h i c s
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c o n f l i c t ?  There i s  probably more m u tu a l i ty  than c o n f l i c t  in  the two 
e x p re s s io n s .  In the  long run, i t  i s  the  e t h i c a l  b u s iness  which w i l l  
continue to  e x i s t  and make p r o f i t s .  The s a c r i f i c e  of good e t h i c s  in 
o rd e r  to  make a l a r g e r  p r o f i t  i s  a sh o r t - ru n  type d e c i s io n .  There a re  
in s tances  where u n e th i c a l  p r a c t i c e s  w i l l  y i e ld  l a rg e r  p r o f i t s ,  but  such 
a c t io n  cannot continue  fo r  any g re a t  leng th  of time. P ub l ic  in d ig n a t io n ,  
once the  a c t  i s  d iscovered ,  makes u n e th ica l  p r a c t i c e s  unwise economi­
c a l l y ,  to  say noth ing  of being i l l e g a l  or  in  v i o l a t i o n  of the  manager 's  
conscience .
Improving e t h i c s  in  b u s i n e s s . The v as t  m a jo r i ty  of  bus iness  
conduct in  the United S t a t e s  has been e t h i c a l .  Many bus iness  f i rms have 
made conscious e f f o r t s  to  improve t h e i r  e t h i c a l  s tandards  and to  improve 
b us iness  e t h i c s  g e n e r a l l y .  A business  manager may be encouraged to  do 
some or a l l  of the  fol lowing th ing s  to  improve bus iness  e t h i c s :
1. Re-examine h is  r e l i g i o u s  b e l i e f s .
2. P a r t i c i p a t e  in  seminars on e t h i c a l  i s s u e s .
3. Read some of the  ample l i t e r a t u r e  on bus iness  e t h i c s .
4. P a r t i c i p a t e  in  the  d r a f t i n g  o f  a s in c e re  code of e t h i c s :
a. For h imself
b. For the p a r t i c u l a r  business  func t ion  
( e . g . ,  p r i c in g )
c. For the f irm
d. For the in du s t ry
5. Assure top management support  in  the improvement of 
bus iness  e t h i c s .
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6. Abide by whatever codes a re  adopted.
Codes of e t h i c s . Codes of e t h i c s  have been prepared in many 
d i f f e r e n t  a r e a s .  Some a re  g e n e ra l ,  and o th e r s  q u i te  s p e c i f i c .  Large 
o rg a n iz a t io n s  may have sev e ra l  codes,  each apply ing  to a d i f f e r e n t  
a c t i v i t y .  Church d o c t r i n e s  provide much background f o r  codes of  e t h i c s .  
One example i s  taken from the Methodist  D i s c i p l i n e :
We b e l i e v e  t h a t  God i s  Fa ther  of a l l  peoples  and r a c e s ,  t h a t  
Jesus  C h r i s t  i s  h i s  Son, t h a t  a l l  men a re  b r o th e r s ,  and t h a t  man i s  
of i n f i n i t e  worth as a ch i ld  of  God.
We b e l ieve  t h a t  " th e  e a r t h  i s  the L o rd ' s ,  and the f u l l n e s s  
t h e r e o f . "  Our own c a p a c i t i e s  and a l l  we possess  are  g i f t s  of  the 
Crea to r ,  and should be held  and used in  s tewardship  to  him.
We b e l i e v e  t h a t  a C h r i s t i a n  s o c i e ty  i s  e s s e n t i a l  to  the  f u l l  
nu r tu re  of  a C h r i s t i a n  person.
We b e l iev e  t h a t  s in ,  both in d iv id u a l  and s o c i a l ,  s tands  under 
the  judgment of God, and t h a t  the  grace  of God in  C h r i s t  i s  
a v a i l a b l e  fo r  redemption in  a l l  a reas  of  l i f e  as we seek in 
pen i tence  and obedience to  do h is  holy w i l l .
We b e l iev e  t h a t  a l l  persons have supreme value in  the  s i g h t  of 
God, and ought to  be so regarded by us.  We t e s t  a l l  i n s t i t u t i o n s  
and p r a c t i c e s  by t h e i r  e f f e c t  upon persons .  P e r s o n a l i t y  i s  
oppressed in  many p a r t s  of  the world, and we seek i t s  emancipation 
and those  th ings  which w i l l  e n r i c h  and redeem i t .  Since Jesus 
died fo r  the  redemption of  human l i f e ,  we b e l ieve  we should l iv e  
to  help save man from s i n  and from every  in f luence  which would 
harm or d e s t ro y  him.^®
I t  may be seen from t h i s  type of s ta tement  how church d o c t r in e s  serve as
a foundation upon which e t h i c a l  codes may be b u i l t .  For in s t a n c e ,  the
b e l i e f  t h a t  a l l  men are  b r o th e r s  may lead to in c lu s io n  in  a s p e c i f i c  code
fo r  n o n -d i sc r im in a t io n  among rac e s ,  c re ed s ,  o r  co lo r  in employment or
^®Methodist D i s c i p l i n e , 1960, pp. 2020-686, in  Towle, 0£.  c i t . , 
pp. 86-87.
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advancement. Other r e l i g i o n s  have n o t io n s  about what i s  e t h i c a l  and 
u n e th i c a l  in  b u s in e s s .  The Jewish  b e l i e f s  a re  q u i t e  s p e c i f i c ,  and d a te  
from f a r  back i n  h i s t o r y . 2^
The N at iona l  A s so c ia t io n  o f  B e t t e r  Business  Bureaus has formu­
l a t e d  a 10 -po in t  P a i r  Trade Code, which has been w ide ly  adopted and 
p u b l i s h e d :
(1)  Serve the  p u b l ic  w i th  hones t  v a lu e s .
(2 )  T e l l  the  t r u t h  about  what i s  o f f e r e d .
(3)  T e l l  the  t r u t h  in a f o r t h r i g h t  manner so i t s  s i g n i f i c a n c e  
may be unders tood by the t r u s t i n g  as wel l  as the  a n a l y t i c a l .
(4) T e l l  customers what they  want to  know—what they  have a 
r i g h t  to  knew and ought  to  know about  what i s  o f f e re d  so 
t h a t  they  may buy w ise ly  and o b t a i n  the  maximum s a t i s f a c t i o n  
from t h e i r  p u rchases .
(5)  Be prepared  and w i l l i n g  to  make good as promised and w i thou t  
qu ib b le  on any gua ran tee  o f f e r e d .
(6 )  Be su re  t h a t  the  normal use  o f  merchandise or  s e r v ic e s  
o f f e re d  w i l l  not  be hazardous to  p u b l ic  h e a l th  or  l i f e .
(7)  Reveal m a t e r i a l  f a c t s ,  the  d e cep t ive  concealment o f  which 
might cause consumers to  be m is le d .
(8)  A d v e r t i s e  and s e l l  merchandise  o r  s e r v i c e  on i t s  m e r i t s  and 
r e f r a i n  from a t t a c k i n g  your com pe t i to rs  o r  r e f l e c t i n g  
u n f a i r l y  upon t h e i r  p r o d u c t s ,  s e r v i c e s ,  or methods of doing 
b u s in e s s .
(9 )  I f  t e s t i m o n i a l s  a re  used ,  use only those  of  competent 
w i tn e s se s  who a r e  s i n c e r e  and honest  in  what they say about 
what you s e l l .
(10) Avoid a l l  t r i c k y  dev ices  and schemes such as d e c e i t f u l
t r a d e - i n  a l low ances ,  f i c t i t i o u s  l i s t  p r i c e s ,  f a l s e  and 
exaggera ted  comparat ive  p r i c e s ,  b a i t  a d v e r t i s i n g ,  m is lead ing  
f r e e  o f f e r s ,  fake s a l e s  and s i m i l a r  p r a c t i c e s  which prey 
upon human ignorance  and g u l l i b i l i t y .
This B e t t e r  Business  Bureau Code a p p l i e s  to  s e l l i n g  in  g e n e r a l .
OQSee, f o r  example, P h i l i p  S. Gershon, "The Jewish  Approach to  
Business  E th i c s ,  i n  Towle, o£.  c i t . , pp. 117-130.
30Neil  H. Borden, The Economic E f fe c t s  of A d v e r t i s in g  (Chicago: 
Richard D. I rw in ,  I n c . ,  1944),  p .  826.
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An example o f  a r a t h e r  s p e c i f i c  code i s  th e  T e l e v i s io n  Code of  the 
N at iona l  A s so c ia t io n  of  B r o a d c a s te r s .  Shown below i s  p a r t  of  the s e c t i o n  
on a d v e r t i s i n g :
P r e s e n t a t i o n  o f  A d v e r t i s in g
1. Ever mindful  o f  the  r o l e  of  t e l e v i s i o n  as a gues t  in  the 
home, a t e l e v i s i o n  b r o a d c a s te r  should e x e r c i s e  unceasing  care  to 
su p e rv ise  the  form in which a d v e r t i s i n g  m a t e r i a l  i s  p resen ted  over 
h i s  f a c i l i t i e s .  Since t e l e v i s i o n  i s  a developing medium, invo lv ing  
methods and tech n iq ues  d i s t i n c t  from those  of r a d io ,  i t  may be 
d e s i r a b l e  from time to  time to  review and r e v i s e  the  p r e s e n t l y  
suggested p r a c t i c e s ;
a)  A d v e r t i s in g  messages should be p resen ted  w i th  c o u r te sy  and 
good t a s t e ;  d i s t u r b i n g  o r  annoying m a t e r i a l  should be avoided; every 
e f f o r t  should be made to  keep the  a d v e r t i s i n g  message in  harmony with 
th e  c o n te n t  and g e n e ra l  tone of the  program in  which i t  appears .
b) A s p o n s o r ' s  a d v e r t i s i n g  messages should be confined  w i th in  the 
framework of the  sp o n so r ’ s program s t r u c t u r e .  A t e l e v i s i o n  broad­
c a s t e r  should avoid the  use o f  commercial announcements which a re  
d ivorced  from th e  program e i t h e r  by p reced ing  the i n t r o d u c t i o n  of the 
program (a s  in  the  case  of  s o - c a l l e d  "cow -ca tche r” announcements) or  
by fo l low ing  the apparen t  s i g n - o f f  of th e  program (a s  in  the  case of 
s o - c a l l e d  " t r a i l e r "  announcements).  To t h i s  end, the  program i t s e l f  
should be announced and c l e a r l y  i d e n t i f i e d ,  both audio  and v ideo ,  
be fo re  the  s p o n s o r ' s  a d v e r t i s i n g  m a t e r i a l  i s  f i r s t  used,  and should 
be signed o f f ,  both audio and v ideo ,  a f t e r  the  sp o n so r ’s a d v e r t i s in g  
m a t e r i a l  i s  l a s t  used .
c) A d v e r t i s in g  copy should c o n ta in  no c la ims in tended to  d i s ­
parage c o m p e t i to r s ,  competing p ro d u c ts ,  or  o th e r  i n d u s t r i e s ,  
p r o f e s s io n s  or i n s t i t u t i o n s .
d) Since  a d v e r t i s i n g  by t e l e v i s i o n  i s  a dynamic techn ique ,  a 
t e l e v i s i o n  b r o a d c a s t e r  should keep under s u r v e i l l a n c e  new a d v e r t i s i n g  
dev ices  so t h a t  th e  s p i r i t  and purpose of  th e se  s tan d ard s  are  f u l ­
f i l l e d .
e) T e le v i s io n  b r o a d c a s t e r s  should e x e r c i s e  the utmost ca re  and 
d i s c r im i n a t io n  w i th  r ega rd  to  a d v e r t i s i n g  m a t e r i a l ,  inc lu d ing  
c o n te n t ,  placement and p r e s e n t a t i o n ,  near  or ad ja ce n t  to  programs 
designed f o r  c h i l d r e n .  No c o n s i d e r a t i o n s  o f  expediency should be 
p e rm i t ted  to  impinge upon the  v i t a l  r e s p o n s i b i l i t y  towards c h i ld r e n  
and a d o le sc e n t s ,  which i s  in h e re n t  in t e l e v i s i o n ,  and which must be 
recognized and accep ted  by a l l  a d v e r t i s e r s  employing t e l e v i s i o n .
f )  T e le v i s io n  a d v e r t i s e r s  should be encouraged to  devote  
p o r t io n s  o f  t h e i r  a l l o t t e d  a d v e r t i s i n g  messages and program time to  
the  support  of worthy causes in  the  p u b l ic  i n t e r e s t  in  keeping with 
the  h ig h es t  i d e a l s  o f  the  f r e e  co m p e t i t iv e  system.
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g) A charge f o r  t e l e v i s i o n  time to  churches and r e l i g i o u s  
bodies  i s  not recommended.^
A f i n a l  example i s  a pe rsona l  code o f  e t h i c s  d r a f t e d  by a b u s i ­
nessman. A purchas ing  agent  or pe rsonne l  manager might formula te  a 
somewhat d i f f e r e n t  code, p e c u l i a r  to  h i s  own fu n c t io n .  The example shown 
here  was w r i t t e n  by an a cc ou n tan t ,  bu t  does not apply s o l e ly  to  
a ccoun t ing :
I  b e l i e v e  in  American b u s in e s s .
I b e l i e v e  the  American e n t e r p r i s e  system o f f e r s  the  b e s t  oppor­
t u n i t y  f o r  i n d iv id u a l  p r o g r e s s ,  th e  g r e a t e s t  i n c e n t i v e  to  pe rsona l  
development,  and the  s t r o n g e s t  p r o t e c t i o n  to  democrat ic  i d e a l s  of 
any economic system in  the  world today.
I b e l i e v e  in  th e  p r i v a t e  ownership o f  c a p i t a l .
1 b e l i e v e  t h a t ,  under c o n d i t io n s  of  f a i r  co m p e t i t io n ,  the  p r o f i t  
motive i s  the  most e f f e c t i v e  fo rce  in  s t i m u l a t i n g  inno v a t io n  and 
e f f i c i e n c y  in  b u s in e ss  o p e r a t io n s .
I  b e l i e v e  t h a t  a number of  i n t e r e s t s  c o n t r i b u t e  d i r e c t l y  to  the  
success  of the American e n t e r p r i s e  system and t h a t  e q u i t y  r e q u i r e s  
t h a t  i n c r e a s e s  in  th e  p r o d u c t i v i t y  of th e  system be shared among 
th e s e  i n t e r e s t s .
I  b e l i e v e  t h a t  each in d iv id u a l  who b e n e f i t s  from the American 
e n t e r p r i s e  system has an o b l i g a t i o n  to  work fo r  i t s  improvement, and 
t h a t  he l ikew ise  has an o b l i g a t i o n  to  r e f r a i n  from any a c t io n  t h a t  
would reduce  or  r e s t r i c t  the  most e f f e c t i v e  o p e ra t io n s  of  t h i s  
system.
X recogn ize  t h a t  th e  f r a i l t i e s  of  man and the  t em p ta t io n s  to  
which he i s  s u b j e c t  may i n t e r f e r e  w i th  the  most e f f e c t i v e  fu n c t io n in g  
of  a system of f r e e  e n t e r p r i s e  and t h a t  c o n s t r a i n t s  d i r e c t e d  a t  the 
s e l f i s h  few are  r e q u i r e d  f o r  the  p r o t e c t i o n  o f  a l l .
I b e l i e v e  t h a t  high i d e a l s  and s e l f  c o n t r o l  on th e  p a r t  of  each 
i n d iv i d u a l  c o n s t i t u t e  the  most d e s i r a b l e  form of  c o n s t r a i n t  but 
accep t  th e  im pos i t ion  of  group c o n t r o l s  where n e ce ssa ry .
B e l i e v in g  th e s e  t h in g s ,  I p ledge  m yse l f ;
To recogn ize  th e  i n t e r e s t  of a l l  f r e e  men in  a s t ro n g  American 
economy;
To pursue  v ig o ro u s ly ,  w i th in  th e  bounds of th e  law and moral 
p r o p r i e t y ,  a f a i r  and r ea so n a b le  p r o f i t  f o r  the  e n t e r p r i s e  w i th  
which I am a f f i l i a t e d ;
31 C. H. Sandage and Vernon Fryburger  (ed .  ' s ) ,  The Role o f  A d v e r t i s i n g ; 
A Book o f  Readings (Homewood, I l l i n o i s :  Richard D. I rw in ,  I n c . ,  1960), 
pp. 4 9 ^ 4 9 5 .
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To compete f a i r l y  and w i th o u t  r ec o u r se  to  c o n sp i rac y ,  i n t im id a -  
d a t i o n ,  or  o t h e r  a n t i - s o c i a l  behavior ;
To r e f r a i n  from any a c t io n  t h a t  reduces  com pe t i t ion ,  in n ov a t io n ,  
freedom, o r  e f f i c i e n c y  i n  the  American bu s iness  system;
To seek o u t ,  p r a i s e ,  and suppor t  those  ten d e n c ie s ,  a c t i v i t i e s ,  
and in d iv i d u a l s  who defend and encourage com p e t i t ion ,  innov a t io n ,  
freedom, o r  e f f i c i e n c y ;
To apply h igh  s ta n d ards  in  my p e rs o n a l  l i f e  in  o rde r  to  r e f l e c t  
c r e d i t  on the  b u s in e s s  system I r e p r e s e n t . ^2
I I I .  MANAGERS AND RELIGION
Another q u e s t io n  of  some concern t o  many bu s in ess  managers i s  the  
r o l e  of r e l i g i o n  in  b u s in e ss  and the  e f f e c t  of b us in ess  on r e l i g i o n .  One 
such in f lu e n c e  has a l r e a d y  been demonstra ted and t h a t  i s  how church 
d o c t r i n e s  may underp in  codes o f  e t h i c s .  The r e l a t i o n s h i p s  between 
b us in ess  and r e l i g i o n ,  the  economic system and the r e l i g i o u s  o r d e r ,  and 
managers and r e l i g i o n  a re  complica ted and have not  l e n t  themselves to  
d e f i n i t i v e  s t a te m e n t s .  A few of the  most rea sonab le  o b se rv a t io n s  w i l l  
be mentioned h e re .
S e p a ra t io n  of  b u s in e ss  and r e l i g i o n . "Business  i s  b u s in e s s ,  and 
r e l i g i o n  i s  r e l i g i o n , "  sums up the  t h in k in g  of many persons .  They see 
bus iness  as th e  a c t i v i t y  of men s i x  days a week and r e l i g i o n  one day a 
week, two u n r e l a t e d  endeavors .  Some even d iv id e  people  i n to  two groups, 
businessmen and those  persons  who make r e l i g i o u s  a c t i v i t i e s  t h e i r  
f u l l - t i m e  concern.  O b jec t iv e s  of  r e l i g i o n  and b u s in e ss  a re  l ik ew ise  
viewed as incom pat ib le ,  o r ,  a t  the  very b e s t  not n e c e s s a r i l y
32Robert K. Mautz, "A P ersona l  Code of  Business  E th i c s , "  Jo u rn a l  
of  Accountancy, CXV (March, 1963), 69.
189
c o in c id e n t a l .  The conclusion  i s  t h a t  the  two c o n s id e r a t io n s ,  bus iness  
and r e l i g i o n ,  must be kept  s e p a ra te .
Such a conclusion does not seem to  be j u s t i f i e d .  The moral 
f a b r i c  of a n a t io n  i s  composed of a l l  i t s  e lements ,  and bus iness  i n s t i ­
t u t i o n s  a re  a major p a r t .  The in f lu en ce  of bus iness  in  the  United S t a t e s  
i s  f a r - r e a c h in g  in  many a re a s ,  inc lu d ing  r e l i g i o n .  More than  h a l f  the 
p opu la t ion  belong to  churches .  The church has been concerned w ith  
b us iness  a c t i v i t i e s  from the e a r l i e s t  s e t t l e m e n ts  in America. Rel ig ious  
co n v ic t io ns  have held co ns iderab le  sway in bus iness  d e c i s io n s  from the 
e a r l i e s t  t im es .  I t  i s  t ru e  t h a t  r e l i g i o n  i s  old  and the modern business  
system i s  new, but the  two should not  be sep a ra ted .
C h r i s t i a n i t y  and c a p i t a l i s m . R e l ig ion  and c a p i ta l i s m  have been 
c r i t i c i z e d  because C h r i s t i a n i t y  has been used to  defend c a p i ta l i s m .
The church has acted as a f r o n t  group, the  argument goes,  because 
churches r e f l e c t  c a p i t a l i s t i c  th in k in g  in  o rd e r  to  r e t a i n  the  f i n a n c i a l  
support  of a r e l a t i v e l y  few businessmen. These c r i t i c i s m s  a re  u n j u s t i ­
f ied  because most churches rec e iv e  t h e i r  main c o n t r ib u t io n s  from many 
small c o n t r i b u to r s .  The only a l t e r n a t i v e  to  support  of t h i s  type would
be church support  by the  government which would g e n e ra l ly  be conceded to 
34be worse.
^^Marquis W. Childs and Douglas Ca te r ,  E th ics  in  ja Business 
S o c i e t y , (New York: The New American L ib ra ry  of World L i t e r a t u r e ,  I n c . ,  
1954), p. 136.
^*Thomas C. Campbell, J r . ,  "Cap i ta l i sm  and C h r i s t i a n i t y , "  Harvard 
Business Review, XXXV (July-August ,  1957), 41.
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C h r i s t i a n i t y  i s  no t  the  r e l i g i o n  of  c a p i t a l i s m  a lo ne .  Presumably 
o th e r  economic systems could o p e ra te  reasonab ly  w e l l  under C h r i s t i a n i t y .  
They have in th e  p a s t .  But the  r e l a t i o n s h i p  of C h r i s t i a n i t y  and 
c a p i t a l i s m  i s  more s a t i s f a c t o r y  than  any o t h e r  combination.  Consider the 
four  o b j e c t i v e s  o f  an economic system l i s t e d  by Bach:
1. A h ig h e r  s tand ard  o f  l i v i n g  fo r  a l l .
2. Economic s e c u r i t y  and freedom.
3. P roduc t ion  in accordance w ith  consumer demands.
4. An e q u i t a b l e  d i s t r i b u t i o n  o f  income.35
R e l ig io n  has much b roader  g o a l s ,  inc lu d in g  the  non-economic as w e l l  as 
the  economic. Only i f  the  non-economic goa ls  o f  r e l i g i o n  c o n f l i c t e d  w ith  
the  economic would C h r i s t i a n i t y  and c a p i t a l i s m  be in  o p p o s i t io n ,  and only 
i f  th e re  were ano the r  economic system more i n  conce r t  w i th  C h r i s t i a n i t y  
should c a p i t a l i s m  be thrown o ver .  A c tu a l ly ,  human w e l f a r e ,  the goal  of 
r e l i g i o n ,  i s  advanced more under c a p i t a l i s m  than under any o th e r  system:
Because the  f r e e - e n t e r p r i s e  system produces g r e a t e r  economic 
p ro g res s  th an  would be p o s s ib l e  under any o t h e r  economic system 
known a t  th e  p r e s e n t ,  i t  i s  doing more to  advance the  b roader  goa ls  
o f  C h r i s t i a n i t y  than  could any o t h e r  e x i s t i n g  a r ran g em en t .36
Managers and r e l i g i o n . Managers, l i k e  o th e r  peo p le ,  are not
m otiva ted  by m a t e r i a l  ga in  o n ly .  The founders of American i n d u s t r i a l  
e n t e r p r i s e s  were a l s o  m otiva ted  by a d e s i r e  to  make more goods and 
s e r v i c e s  a v a i l a b l e  to  a l l  peop le .  P r o f i t s  have a l s o  been viewed as  a
35George Leland Bach, Economics: An In t r o d u c to r y  A na lys ts  (New 
York: P r e n t i c e - H a l l ,  I n c . , ,  1957), p. 70.
36
C a m p b e l l ,  o £ .  c i t . , p .  4 3 .
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means of advancing th e  p u b l i c  good through re inves tm en t  o r  f o r  educa­
t i o n a l  or c h a r i t a b l e  pu rposes .  American i n d u s t r i a l  management has been 
concerned w i th  good employee r e l a t i o n s .  A t t e n t io n  has been given to  the 
w e l fa re  of o t h e r s .  Managers have always been concerned w i th  m a t t e r s  
o t h e r  than m a t e r i a l  g a in ,  though they  have not always a d n i t t e d  i t .
Managers have the  need f o r  r e l i g i o u s  c o n v ic t io n s ,  both for  t h e i r  
own good and the  w e l fa re  of o t h e r s .  Ohmann sees these  "skyhooks" as  a 
primary concern o f  the  manager fo r  the  fo l low ing  reasons*
1. For the  i n d iv id u a l  the  job i s  the  c e n te r  of l i f e ,  and i t s  
va lues  must be in  harmony w ith  the  r e s t  of l i f e  i f  he i s  to  be a 
whole and h e a l th y  p e r s o n a l i t y .
2. This  i s  an i n d u s t r i a l  s o c i e t y ,  and i t s  va lues  tend to  
become those  o f  the  e n t i r e  c u l t u r e .
3. The p u b l ic  i s  i n s i s t i n g  t h a t  b u s in e ss  lea d e r s  a r e  in  f a c t  
r e s p o n s ib le  f o r  the  g e n e ra l  s o c i a l  w e l fa re  . . .
U. Even i f  th e  a d m i n i s t r a t o r  i n s i s t s  on a narrow d e f i n i t i o n  of 
h i s  fu n c t io n  as merely  th e  p rodu c t io n  of goods and s e r v i c e s  as 
e f f i c i e n t l y  as p o s s i b l e ,  i t  i s  n e v e r th e l e s s  e s s e n t i a l  t h a t  he take  
these  i n t a n g i b l e s  i n to  account s ince  they  a re  the  r e a l  s e c r e t s  of  
m o t iv a t in g  an o r g a n iz a t io n .
5. . . . The a d m i n i s t r a t o r  needs a b e t t e r  s e t  of  "skyhooks" 
h imself  i f  he i s  to  c a r r y  h i s  e v e r - i n c r e a s i n g  load of r e s p o n s i b i l i t y  
w i thou t  c rack in g  u p . 3®
The f i r s t  reason  l i s t e d  above may not  be e n t i r e l y  c o r r e c t .  There i s  a
c o n s id e ra b le  c o n v ic t io n  among some w r i t e r s  t h a t  work i s  not  the  c e n te r
o f  man's l i f e ,  a t  l e a s t  i n  many types  of jo bs .  Many workers look to
l e i s u r e  a c t i v i t i e s  to  take  up most o f  t h e i r  e n e r g i e s ;  hobbies  may be
James C. Worthy, " R e l ig io n  and I t s  Role in  the  World of 
B u s in e s s , "  The Jo u rn a l  of B u s in e s s , XXXI (October ,  1958), 293-294.
O Q
0. A. Ohmann, "Skyhooks,"  Harvard Business  Review, XXXIII 
(May-June, 1955), 5.
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s u b s t i t u t e d  f o r  jobs  as  a means o f  r e a l  s a t i s f a c t i o n . ^  S t i l l ,  an 
improvement in  the  rewards developed from the work s i t u a t i o n  would be 
d e s i r a b l e ,  because " . . .  the  hobby cannot  give the  complete sense  of 
growth, the  sense o f  s t r i v i n g  towards a meaningful  g o a l ,  t h a t  can be 
found in  o n e ' s  l i f e  work."**0
Consider ing  th e  o t h e r  r ea so ns  l i s t e d  by Ohmann, one can say t h a t  
the  va lues  of the  i n d u s t r i a l  s o c i e t y  have become those  of the  c u l t u r e  of  
Americans to  a la rg e  e x t e n t .  I t  seems dou b t fu l  t h a t  the  " p u b l ic "  i s  
i n s i s t i n g  very  much t h a t  the  b u s in e ss  l e a d e r s  a re  the  ones r e s p o n s ib le  
fo r  the  g enera l  s o c i a l  w e l f a r e ;  more l i k e l y ,  c i t i z e n s  a re  expec t ing  t h i s  
o f  government. I t  i s  f o r  j u s t  t h i s  reason ,  however, t h a t  bus iness  must 
c o n s id e r  t a k in g  on more r e s p o n s i b i l i t y :  to  keep the  government from
doing i t .  M ot iva t ion ,  i t  i s  g e n e r a l l y  ag reed ,  does inc lude  more than 
mere t a n g ib l e  goa ls  and rewards .  Each person  needs a sense  of  d i r e c t i o n ,  
a reason  f o r  be ing ,  i f  he i s  to  bear  up under p re s s u re  and f u l f i l l  h i s  
p o t e n t i a l .
The in d iv id u a l  manager i s  of p a r t i c u l a r  importance in a s o c i e t y
such as t h a t  of  the  United S t a t e s :
He ( t h e  a d m i n i s t r a t o r )  i n t e r p r e t s  o r  c r y s t a l l i z e s  the  values  and 
o b j e c t i v e s  f o r  h i s  group. He s e t s  the  c l im a te  w i th in  which these  
values  e i t h e r  do or  do not become working r e a l i t i e s .  He must d e f in e  
the  goa ls  and purposes of  h i s  group in  l a r g e r  and more meaningful  
p e r s p e c t iv e .  He i n t e g r a t e s  the  s m a l l e r ,  s e l f i s h  g o a ls  of
39F re d e r i c k  Herzberg, Bernard Mausner, and Barbara  Bloch 
Snyderman, Hie M otiva t ion  to  Work (second e d i t i o n ;  New York: John Wiley
4 Sons, I n c . ,  1959!), pp. 128, 130.
4 QI b i d . ,  p . - 1 3 0 .
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i n d iv i d u a l s  i n to  l a r g e r ,  more s o c i a l  and s p i r i t u a l  o b j e c t i v e s  fo r  
the  group. He p ro v id es  the  wisdom w i thou t  which the  people  
p e r i s h .  C o n f l i c t s  a re  r e s o lv e d  by r e l a t i n g  the  immediate to  th e  
long-range  and more enduring  v a lu e s .  In  f a c t ,  we might say t h i s  
i n t e g r a t i v e  fu n c t io n  i s  the  core  of th e  a d m i n i s t r a t o r s  
c o n t r i b u t i o n .
C on c lu s ion . Managers a re  concerned w ith  r e l i g i o n .  R e l ig io n  and 
b u s in e s s  a re  not  two s e p a ra te  w or lds .  There a re  many connec t ions  between 
b u s in e ss  and r e l i g i o n ,  and one may not  be unders tood w i thou t  c o n s id e r in g  
the  o t h e r .  Many managers may f in d  t h a t  a phi losophy which inc ludes  
r e l i g i o u s  c o n v ic t io n s  c o n t r i b u t e s  to  the  development of  l a s t i n g  v a lu es .  
Without t h i s  purpose ,  a manager may not  be cons idered  a whole man.
Probably  no ph i losophy  would be e q u a l ly  s a t i s f a c t o r y  fo r  two 
managers. Each manager must develop h i s  own ph i losophy  in l i g h t  of  h i s  
exper ien ce  and knowledge. Each, however, can le a rn  from o t h e r s .  Much 
can be gained from the  exchange o f  id e a s .  And th e  in f lu e n ce  of a manager
w i th  such a ph i losophy w i l l  be f e l t  by a l l  w i th  whom he r e l a t e s .
IV. MANAGERS AND BUSINESS PHILANTHROPY
The l a s t  s p e c i a l  a r e a  s e l e c te d  fo r  i n c lu s io n  in  t h i s  ch ap te r  i s
b u s in e s s  p h i l a n th ro p y .  This  s e c t i o n  w i l l  (1)  b r i e f l y  t r a c e  the  develop­
ment of  American bu s in ess  p h i l a n th ro p y ,  (2 )  exp lo re  the  arguments 
favo r in g  and opposing the  id ea  t h a t  c o rp o r a t io n s  have the  r e s p o n s i b i l i t y  
o f  making p h i l a n t h r o p i c  c o n t r i b u t i o n s ,  (3 )  d e sc r ib e  r e c e n t  t r e n d s  in 
p h i la n th ro p y ,  and (h)  sugges t  some guides  fo r  c o rp o ra te  p h i la n th ro p y .
4 1 I b t d . ,  p .  8 .
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P a r t i c u l a r  a t t e n t i o n  w i l l  be g iven  to  the  needs o f  e d u c a t io n .
P h i l a n th ro p y  d e f i n e d . P h i l a n t rh o p y  i s  de f ined  by W ebste r1s New
C o l l e g i a t e  D ic t io n a ry  as " love  f o r  mankind; good w i l l  to  a l l  men." E e l l s
d e f in e s  p h i la n th ro p y  as  the  s p i r i t  of  a c t i v e  good w i l l  to  o n e ’s fe l low
man, and i s  demonstra ted  by m a t e r i a l  e f f o r t s  to  promote h i s  w e l fa re  in  
42body and s o u l .  The usua l  meaning o f  c o rp o r a te  p h i la n th ro p y  i s  c o n t r i ­
b u t io n s  (mainly  monetary) to  some worthy cause ,  and t h i s  i s  the  meaning 
adopted fo r  t h i s  s e c t i o n .  This d e f i n i t i o n  makes no assumptions as to  
the  motive  behind the  c o n t r i b u t i o n .
Development. American p h i l a n th ro p y ,  accord ing  to  European 
r e c o r d s ,  e x i s t e d  as  f a r  back as the  a c t s  of the  In d ian s  o f  th e  Bahama 
I s l a n d s  who g re e te d  Columbus a t  h i s  f i r s t  l a n d f a l l  in  the  New World.
These In d ian s  gave f r e e l y  whatever  was asked o f  them. Among e a r l y  
p h i l a n t h r o p i s t s  in  America were John Winthrop (1588-1649),  Will iam Penn 
(1644-1718), Cotton Mather (1663-1728), and Benjamin F ra n k l in  
(1706-1790) .43
More r e c e n t  in f lu e n c e s  on p h i la n th ro p y  were two world wars and a 
" p o l i c e  a c t i o n , "  a  Grea t  D epress ion ,  t a x  laws, and the  development of  an 
i n d u s t r i a l  economy. During World War I ,  th e  r e l i e f  fund e s t a b l i s h e d  by 
H e rb e r t  Hoover t o  r e l i e v e  s u f f e r i n g  caused by the  occupa t ion  of Belgium
Richard E e l l s ,  "C orpora te  G iv in g ,"  C a l i f o r n i a  Management 
Review, I  ( F a l l ,  1958), 37.
^"hlobert H. Bremner, American P h i lan th ro p y  (Chicago: The Univer­
s i t y  of  Chicago P r e s s ,  1960), pp. 5-19.
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by Germany a t t r a c t e d  world-wide a t t e n t i o n  and suppor t .  The Great 
Depress ion  d r ie d  up p r i v a t e  sources  o f  d o n a t io n s ,  caus ing  a c t i o n  to  
al low tax  deduc t ions  fo r  c o rp o ra te  d o n a t io n s .  The I n t e r n a l  Revenue Act 
of  1936 a l lows c o rp o r a t io n s  to  deduct  from t a x a b le  income c o n t r i b u t i o n s  
f o r  e d u c a t i o n a l ,  s c i e n t i f i c ,  and w e l fa re  purposes up to  a t o t a l  o f  not  
more than  f i v e  pe r  cen t  of n e t  e a rn in g s  b e fo re  t a x e s .  Income tax 
p r o v i s io n s  of  World War I I  and the  Korean C o n f l i c t  encouraged c o rp o ra te  
d o n a t io n s .  America has developed an i n d u s t r i a l  economy, in  which 
bus in ess  c o rp o r a t io n s  have become such in f lu e n c e s  t h a t  t h e i r  a c t io n s  
cannot be judged in  i s o l a t i o n  from the whole s o c i e t y ;  c o rp o r a t io n s ,  
whether they  l i k e  i t  or  n o t ,  a re  expected to  make p h i l a n t h r o p i c  c o n t r i ­
b u t io n s  .
The f iv e  pe r  cen t  p r o v i s io n  of the  I n t e r n a l  Revenue Act o f  1936 
has been p a r t i c u l a r l y  in s t ru m e n ta l  in  f o s t e r i n g  c o rp o ra te  p h i la n th ro p y .  
Assuming an income tax  r a t e  o f  50 per  c e n t ,  each d o l l a r  the  c o rp o ra t io n  
dona tes  c o s t s  the  c o rp o ra t io n  only 50 c e n t s ,  because the  o t h e r  50 cen ts  
would have gone t o  the  government in  the  form of  income t a x e s .  At 
h ig h e r  t ax  r a t e s ,  which have a t  times been in e f f e c t ,  the  c o s t  to  the  
c o rp o r a t io n  i s  even l e s s .  Many c o rp o ra te  managers have f e l t  t h a t  they 
could do more f o r  the  company and the  p u b l i c  fo r  the  d o l l a r  expended in  
t h i s  fa sh ion  than  through the  payment of more income t a x e s .  The e f f e c t  
has been to  encourage c o rp o ra te  p h i la n th ro p y .
One noteworthy t o o l  of  c o rp o ra te  p h i la n th ro p y  i s  the  g r e a t  and 
l e s s e r  p h i l a n t h r o p i c  fo u n d a t io n s ,  numbering in  the  thousands ,  e s t a b l i s h e d  
fo r  v a r iou s  reasons  by i n d iv i d u a l s  or  companies. Some foundat ions  were
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e s t a b l i s h e d  to  avoid lo s in g  c o n t r o l  of  a c o r p o r a t io n :  vo t ing  s tock  i s
donated t o  th e  fo u nd a t ion ,  th e  p r i o r  owner i s  e l e c t e d  to  the  board of  
the  founda t ion ,  and the  no w -d i rec to r  c o n t in u es  to  vo te  the  s to c k .  
Donations t o  foundat ions  have been made t o  avoid the  payment of  
i n h e r i t a n c e  t a x e s .  Other dona t ions  have been made to  avoid payment of 
income t a x e s .  S t i l l  o t h e r s  have been made f o r  a l t r u i s t i c  purposes ,  
w i th  no o t h e r  motives  in  mind.
Foundations a re  o f  v a r iou s  s i z e s  and a re  e s t a b l i s h e d  w i th  v a r ious  
o b j e c t i v e s .  One d e f i n i t i o n  i s  t h a t :
A foun da t ion  may be def ined  as a nongovernmental ,  n o n p r o f i t  
o r g a n i z a t i o n  having a p r i n c i p a l  fund o f  i t s  own, managed by i t s  own 
t r u s t e e s  or  d i r e c t o r s ,  and e s t a b l i s h e d  to  m a in ta in  o r  a id  s o c i a l ,  
e d u c a t i o n a l ,  c h a r i t a b l e ,  r e l i g i o u s ,  or o t h e r  a c t i v i t i e s  se rv in g  the 
common w e l f a r e . 4^
The Ford Foundation,  e s t a b l i s h e d  in  1936 by Henry Ford and Edsel 
Ford, s t a t e s  i t s  purposes t h i s  way:
The Ford Foundation i s  a p r i v a t e ,  n o n p r o f i t  i n s t i t u t i o n  whose 
purpose i s  t o  se rve  the  p u b l ic  w e l fa re .  I t  seeks to  s t r e n g th e n  
American so c i e ty  by i d e n t i f y i n g  problems of  n a t i o n a l  importance and 
by u n d e rw r i t in g  e f f o r t s — by i n s t i t u t i o n s ,  t a l e n t e d  i n d i v i d u a l s ,  and 
communit ies- ' toward  t h e i r  s o l u t i o n .  The foundat ion  g r a n t s  funds 
fo r  e x p e r im e n ta l ,  dem ons tra t ion ,  and developmental programs designed 
to  ach ieve  advances w i th in  i t s  f i e l d s  o f  i n t e r e s t .
The t o t a l  of  g ra n t s  approved and o f  e x p e n d i tu re s  on p r o j e c t s  adm in is te red
by the  foun da t io n  in the  f i s c a l  year  1964 was $234 ,903 ,971 .4<*
. -------i- _
^ F .  Baer son Andrews, P h i l a n t h r o p i c  Foundations (New York; R usse l l  
Sage Foundation,  1956), p. 11.
^ " T h e  Ford Foundation Annual Report ,  " 1964, page x.
4 6 I b i d . ,  p .  7 3 .
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Foundations pe rm i t  more e f f i c i e n t  p h i l a n t h r o p i c  o p e r a t io n s .
Through the  use of found a t io n s  w i t h  accumulated a s s e t s ,  dona t ions  can be 
m ain ta ined  a t  a s te ad y  l e v e l  d e s p i t e  ups and downs in e a r n in g s .  Admin­
i s t r a t i o n  of the  p h i l a n t h r o p i c  program i s  improved. And the founda t ion  
i s  in  a p o s i t i o n  to  d i s c o v e r  and app ly  th e  b e s t  methods of us ing  
a v a i l a b l e  r e s o u rc e s  i n  an e q u i t a b l e  manner in  a l l  a r e a s . ^
Reasons fo r  c o rp o ra te  p h i l a n t h r o p y . Corporate  managers have 
s t ro n g  m otives  fo r  engaging in  p h i l a n th ro p y .  No doubt many managers f e e l  
a  moral o b l i g a t i o n  t o  make c o n t r i b u t i o n s  from c o rp o ra te  funds, much as 
they  would from t h e i r  own po c k e ts .  Perhaps more u n i v e r s a l l y  accep ted  
( o r ,  a t  l e a s t ,  ad m i t ted )  i s  the  conc lus ion  t h a t  the  c o r p o r a t i o n ' s  
i n t e r e s t  in  community a c t i v i t i e s  and c o n d i t io n s  i s  so d i r e c t  t h a t  the 
c o rp o r a t io n  must h e lp  suppor t  and improve p r o j e c t s  wherever a p p r o p r i a t e .  
The "community" may be as  narrow as a v i l l a g e  or  as broad as the  n a t io n  
or the  world ,  depending on the  scope of the  company. I t  i s  from the 
community whence comes manpower and customers and the  o p p o r tu n i ty  to  
continue  to  op e ra te  the  bu s in e ss  f i rms in  a p r o f i t a b l e  manner. Also,  i f  
community a c t i v i t i e s  a re  not  supported by v o lu n ta ry ,  p r i v a t e  c o n t r i b u ­
t io n s , .  the  government w i l l  c o l l e c t  j u s t  t h a t  much more t a x e s .  The 
c o rp o r a t io n  would then  have no th ing  to say about how the  funds would be 
spen t .
The o b l i g a t i o n  i s  no t  u n l im i te d .  Managers a re  no t  expected to
4 7
John A. P o l l a r d ,  "Bnerging P a t t e r n  in Corporate  G iv ing ,"  Harvard 
Business  Review, XXXVTII (May-June, 1960), 106.
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dole  ou t  c o rp o ra te  funds in  any and a l l  d i r e c t  '.ons. Companies r e c e iv e
many r e q u e s t s  fo r  d o n a t io n s ,  bu t  r e f u s in g  most r e q u e s t s  does not
n e c e s s a r i l y  d i s g r a c e  the  c o rp o r a t io n  in  the  eyes o f  the  p u b l i c .  For
example, i n  May o f  1961, O w e n s - I l l in o i s  G lass  Co. r e c e iv e d  189 r e q u e s t s  
USf o r  d o n a t io n s .  Ralph Cordiner  s e t s  the  l i m i t  l i k e  t h i s ;
Regard less  o f  how generous t h e i r  m o tives  may be,  managers or  
d i r e c t o r s  have no l eg a l  r i g h t  to  d i s t r i b u t e  the  share  owner 's  money 
w i th  l a v i s h  and i r r e s p o n s i b l e  hand in  o rd e r  to  s a t i s f y  some vaguely 
conceived p u b l ic  o b l i g a t i o n .  . . The company c o l l e c t s  money from 
i t s  customers ,  a t  com pe t i t ive  p r i c e s ,  in  r e t u r n  f o r  p roduc ts  and 
s e r v i c e s .  All  t h i s  money i s  in  t u r n  r e d i s t r i b u t e d  to  employees, 
sha re  owners, s u p p l i e r s ,  and o t h e r s  in  p ro p o r t io n  to  t h e i r  
r e s p e c t i v e  c o n t r i b u t i o n  to  the  company's r e s u l t s .  To the  degree  
t h a t  e d u ca t io n  and o th e r  community a c t i v i t i e s  c o n t r i b u t e  to  the 
success  o f  the  company and the  s o c i e t y  in which i t  o p e r a t e s ,  
they  should and do r e c e i v e  a share  o f  the  p ro c e e d s .^9
Money i s  not  the  on ly  commodity which managers can c o n t r i b u t e .  In  
many i n s t a n c e s ,  managers can prov ide  the  l e a d e r s h ip  n e cessa ry  fo r  
su c ce ss .  The manager has c e r t a i n  competencies of  va lue  in  hand l ing  c i v i c  
problems due to  h i s  p o s i t i o n ,  ex p e r ien c e ,  and s k i l l s  as a businessman.
The manager a l s o  has a long time p e r s p e c t iv e ,  en ab l ing  him to  v i s u a l i z e  
r e s u l t s  from p re s e n t  l ab o rs  which may not  m a t e r i a l i z e  fo r  s e v e r a l  y e a r s .  
Such c o n t r i b u t i o n s  may a c t u a l l y  be more u s e f u l  than  money.^0
Objec t ions  t o  c o rp o ra te  p h i l a n t h r o p y . Various o b j e c t i o n s  have been 
r a i s e d  to  c o rp o ra te  p h i l a n th ro p y .  One o b j e c t i o n  i s  t h a t  th e  money
^ ' T h e  Power o f  P o s i t i v e  G iv ing ,"  Business  W— k , June 24, 1961,
p. 76.
^®Ralph J .  Cord iner ,  New F r o n t i e r s  f o r  P r o f e s s io n a l  Managers 
(New York: McGraw-Hill Book Company, I n c . ,  1956), pp.  18-19.
^Ojames C. Worthy, Big Business  and Free Men (New York: Harper & 
B ro the rs ,  P u b l i s h e r s ,  1959) ,  pp. 143-144.
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donated belongs to  the  s to c k h o ld e r s  and shou lr  not be g iven  away without
t h e i r  ap p rov a l .  A pp a ren t ly ,  however, s to c k h o ld e rs  do not  f e e l  t h a t  the
c o n t r i b u t i o n s  made thus f a r  a re  e x ce ss iv e  because o f  the  lack  o f
com pla in ts .  Another o b j e c t i o n  i s  t h a t  c o n t r i b u t i o n s  are  made fo r  the
sake o f  p u b l ic  r e l a t i o n s ,  t o  cover up u n d e s i r a b le  a c t i v i t i e s  in  o th e r
r e s p e c t s .  This  e f f o r t ,  i f  t r u e ,  would be r a t h e r  f u t i l e ,  because
s o c i a l l y  u n d e s i r a b l e  a c t io n s  a re  u s u a l l y  found o u t  and p u b l i c i z e d .  Also,
dona tions  would be more u s e f u l  to  the  p u b l ic  than ,  say, i n s t i t u t i o n a l
a d v e r t i s i n g  t o  c r e a t e  a f a v o ra b le  p u b l ic  image. A l a s t  o b j e c t i o n  i s
t h a t  i f  b u s in e s s  wants t o  c o n t r i b u t e  something,  the  a c t io n  should be
taken  through some im p a r t i a l  agency, such as the  government. The answer
here  i s  t h a t  th e  government or whatever  o th e r  agency may be used would
tend to  s u f f e r  th e  usua l  a i lm en ts  of  a s t ro n g ,  c e n t r a l i z e d  o r g a n iz a t i o n :
red t a p e ,  sameness o f  view, and i n e r t i a ;  p r i v a t e ,  v o lu n ta ry  c o n t r i b u t i o n s
would con t inue  to  be c h a r a c t e r i z e d  by d i v e r s i t y  and f l e x i b i l i t y ,  w i th  an
'  *
approximate ba lance  among the needs of  the  v a r io u s  p h i l a n t h r o p i e s .
G i f t s  to  e d u c a t i o n . Education i s  the  lead ing  b e n e f i c i a r y  of  
c o rp o ra te  g i f t - g i v i n g .  C orpora t ions  now donate about 17 pe r  cen t  of  
p r i v a t e ,  v o lu n ta ry  c o n t r i b u t i o n s  to  h igher  e d u ca t io n .  Yet only about 
t h r e e  per  cen t  of  c o r p o r a t io n s  have an e d u c a t io n a l  a id  program, and 64 
companies a re  c o n t r i b u t i n g  o n e - f o u r th  o f  the  t o t a l  c o rp o ra te  a id  to 
e d u ca t ion .
^ S y l v i a  P o r t e r ,  "American Business  in  Debt to  C o l le g es , "  (Baton 
Rouge) Morning Advocate , November 20, 1963.
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Why are  c o rp o r a t io n s  i n t e r e s t e d  i n  d ona t ing  money to  h igher  
educa t io n?  Here a r e  s i x  r e a s o n s ;
1. B usiness  needs the  p ro d uc ts  of  h igher  e d u c a t io n ;  new knowl­
edge, educated manpower, and improvement in  the  s o c i a l ,  economic, and 
p o l i t i c a l  c l im a te  fo r  b u s in e s s .
2. Educa t iona l  i n s t i t u t i o n s  must be kept  in  touch w i th  economic 
r e a l i t i e s .  Business  f i rm s spend as  much as  a t h i r d  of  the  formal 
educa t ion  e x p e n d i tu re s  fo r  o n - th e - jo b  t r a i n i n g .
3. Business  can dem ons tra te  the  advantages o f  v o lu n ta ry ,  
p r i v a t e  a s s i s t a n c e  t o  h igher  ed u ca t io n ,  as opposed to  massive f e d e r a l  
a id .
4. By making c o n t r i b u t i o n s ,  a d d i t i o n a l  tax e s  a re  avo ided .
5. The s e l f - e x a m in a t io n  e n t a i l e d  in  an i n t e l l i g e n t  c o n t r i b u t i o n  
program i s  u s e f u l  to  the  b u s in e s s ,  in c lu d in g  such a c t i v i t i e s  as  manpower 
s t u d i e s ,  k inds  of  e d u ca t io n  u t i l i z e d  by employees, and p r o j e c t i o n s  of 
p r o f e s s i o n a l  and s c i e n t i f i c  needs .
6. The new l e a r n in g  r e s u l t i n g  from b u s in e s s  i t s e l f  needs to  be
fed back to  and a s s i m i l a t e d  by the  formal i n s t i t u t i o n s  of h igh e r  l e a rn in g
52to  preven t  i s o l a t i o n  and ob so le scen ce .
A c o n se rv a t iv e  e s t im a te  o f  t o t a l  annual  income needed by c o l l e g e s  
and u n i v e r s i t i e s  w i l l  be $9 b i l l i o n  in  1970. Voluntary c o n t r i b u t i o n s  to 
t h i s  income w i l l  amount to  about  $2 b i l l i o n .  One e s t im a te  of
52Kenneth 6. P a t r i c k ,  " Education and th e  Business  D o l l a r :  A 
Management Problem,"  Michigan Business  Review, XV (March, 1963), 22-23.
5 3 I b i d . , p .  2 0 .
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i n d u s t r y ' s  " f a i r  sh a re"  of t h i s  v o lu n ta ry  c o n t r i b u t i o n  i s  25 per  cen t ,  
o r  $500 m i l l i o n  in  1970. These f i g u r e s  r e p r e s e n t  the  magnitude o f  the  
problem now fac in g  b u s in e s s  managers. The p r e s e n t  l e v e l  o f  g iv ing  i s  
about 17 p e r  cen t ,  which,  a t  the same l e v e l ,  would r e s u l t  i n  a shor tage  
of  some $160 m i l l i o n  in 1970, i f  one c o n s id e rs  the  $500 m i l l i o n  as the  
d e s i r e d  o b j e c t i v e .  The a l t e r n a t i v e  to  v o lu n ta ry  c o n t r i b u t i o n s  appears  
to  be t o  have the  government p rov ide  the  su p p o r t ,  f inanced  by h igher  
t a x e s .
Trends in  c o rp o r a t e  p h i l a n t h r o p y . The l e g a l i t y  of  c o rp o ra te  
p h i la n th ro p y  has a l r e a d y  been d i scu ssed  (Chapte r  I I ) .  Common law would 
have th e  c o rp o r a t io n  o pe ra ted  s o l e ly  in the  c u r r e n t  i n t e r e s t  of  the  
s t o c k h o ld e r s ,  but  r e c e n t  i n t e r p r e t a t i o n  and p u b l ic  op in ion  seem to 
approve o f  c o rp o ra te  p h i la n th ro p y  of  a t  l e a s t  a l im i te d  amount, 
e s p e c i a l l y  where b e n e f i t  to  the  c o rp o ra t io n  can be dem onstra ted .  A cla im 
th a t  c o rp o ra te  p h i la n th ro p y  i s  i l l e g a l  i s  no t  a very s t ro n g  c la im  today.
Some c o rp o r a t io n s  have found i t  d e s i r a b l e  to  e s t a b l i s h  a w r i t t e n  
p o l i c y  reg a rd in g  p h i l a n th ro p y .  Executives a re  expected  to  be f a m i l i a r  
w i th  and fo l low  t h i s  p o l i c y .  Requests  fo r  c o n t r i b u t i o n s  which do not  
meet the  s p e c i f i c a t i o n s  o u t l i n e d  in  the  p o l i c y  are  p o l i t e l y  re fu sed  w ith  
a minimum of  hard f e e l i n g s .
A u th o r i ty  to  make d e c i s io n s  on dona t ions  i s  sometimes de lega ted  
to  a committee,  depar tment ,  o r  in d iv id u a l  in  the  company. This  d e le g a ­
t i o n  a l lows p h i la n th ro p y  to  proceed in  an o rgan ized ,  c o n s i s t e n t ,  and
54
P o r t e r ,  l o c .  c i t .
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f a i r  manner. I f  r e q u e s t s  f o r  dona t ions  were d e a l t  w i th  only as they 
a rose  and by d i f f e r e n t  i n d iv i d u a l s  w i th in  the  f i rm ,  much of the  fo rce  
of  a coo rd in a ted  p h i l a n t h r o p i c  program would be l o s t .
P h i l a n t h r o p i e s  and t h e i r  c o o rd in a t in g  agenc ies  have been a c t i v e  
in  s tud y in g  and adop t ing  uniform and comparable account ing  s ta n dard s  fo r  
f i n a n c i a l  r e p o r t s .  Before adop t ion  of such s t a n d a rd s ,  c o rp o ra t io n s  had 
d i f f i c u l t y  comparing one p h i la n th ro p y  w ith  ano th e r  and in  e v a lu a t in g  
r e s u l t s  from d ona t ions  made. C om parab il i ty  and c o n s i s te n c y  in r e p o r t i n g  
should encourage e f f i c i e n c y  in  o p e ra t io n  of  the  p h i l a n t h r o p i e s  and 
enable  c o r p o r a t io n s  to  donate  t h e i r  money where i t  w i l l  do the  most 
good.
Guides to  c o rp o ra te  p h i l a n t h r o p y . Once a c o rp o ra t io n  decides  to  
make c o n t r i b u t i o n s ,  c e r t a i n  gu ides  may be h e lp f u l  in e x ecu t ing  a 
g i f t - g i v i n g  program. From th ese  gu ides ,  managers may s e l e c t  those  most 
a p p ro p r i a t e  to  the  p a r t i c u l a r  f i rm;  i t  i s  not  proposed t h a t  any one 
firm could o r  should fo l low th ese  guides t o  the  l e t t e r :
1. A p o l ic y  on p h i la n th ro p y  should be adopted.
a .  The p o l i c y  should be w r i t t e n .
b . The p o l i c y  should be p repa red ,  suppor ted ,  and 
communicated by top management.
c.  The p o l i c y  should s t a t e  which p r o j e c t s  o r  types  of  
p r o j e c t s  a r e  to  be suppor ted .
d. The p o l i c y  should exp re ss  the  reasons  fo r  making 
c o n t r i b u t i o n s .  One reason  might be, "To a s su re  an 
adequate  supply of  educated manpower."
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2. Eva lua t ion  must fo l low  c o n t r i b u t i o n s .  The c o rp o r a t io n  must 
be ab le  to  measure th e  success  o f  the  p r o j e c t  suppor ted ,  both  to  improve 
f u tu r e  p h i l a n t h r o p i c  e f f o r t s  and to  j u s t i f y  c o n t r i b u t i o n s .
3. C o n t r ib u t io n s  should probably  be p u b l ic i z e d  f o r  the  p u b l ic  
r e l a t i o n s  va lue .  Caution should be observed ,  however, because the  p u b l ic  
may g e t  the  idea  t h a t  the  dona t ions  were made s o l e l y  f o r  the  pub l ic  
r e l a t i o n s  va lue .
4 .  Most c o n t r i b u t i o n s  should b e n e f i t  the  c o rp o r a t io n  and 
s o c i e t y ,  a t  l e a s t  in  the  long run .
5. A u th o r i ty  t o  make d e c i s io n s  on c o n t r i b u t i o n s  should r e s i d e
in  one p lac e  in  a company, and adequate  s t a f f i n g  and o th e r  support  should 
be given to  tha  p e r s o n ( s )  who makes the  d e c i s i o n s .
6. R a th e r  than  give a small  don a t io n  to  each o f  many p r o j e c t s ,  
the  company probably  should c o n c e n t r a te  enough o f  i t s  dona tions  in  a 
r e l a t i v e l y  few r e c i p i e n t s  fo r  optimum e f f e c t .
7. A company should c o n s id e r  the  d e s i r a b i l i t y  of  e s t a b l i s h i n g  a 
p h i l a n t h r o p i c  foun da t io n .  The m e r i t s  of such an o r g a n iz a t io n  have been 
d iscussed  above.
Summary. Corporate  p h i l a n th ro p y ,  to  the  e x te n t  i t  has e x i s t e d ,  
appears  to  be w i th in  the  law and accep ted  by s to c k h o ld e r s  and the g enera l  
p u b l i c .  I t  would be d i f f i c u l t  t o  b e l i e v e  o th e rw ise  than t h a t  s o c i e ty  has 
de r ived  b e n e f i t  from th e s e  p h i l a n t h r o p i c  endeavors .  The b u s in e ss  f i rms 
themselves and t h e i r  managers have a l s o  rece iv ed  b e n e f i t s  of one kind or 
a n o th e r :  b e t t e r  educated  employees, avoidance o f  t a x e s ,  improved p u b l ic
r e l a t i o n s ,  and th e  s a t i s f a c t i o n  o f  g iv in g .
CHAPTER VII
SUMMARY AND CONCLUSIONS
The d e te rm in a t io n  of  s o c i a l  r e s p o n s i b i l i t i e s  i s  one of the  most 
b a s ic  d e c i s i o n s  a manager must r ea ch .  P r a c t i c a l l y  a l l  bu s iness  
f u n c t io n s  a re  a f f e c t e d ,  d i r e c t l y  o r  i n d i r e c t l y .  The d e c i s io n  invo lv ing  
s o c i a l  r e s p o n s i b i l i t y  lends purpose to  the  manager and h i s  f i rm and 
h e lp s  t o  j u s t i f y  and e n su re  t h e i r  con t inued  success .  Moreover, many 
l e s s e r  c o n s i d e r a t i o n s  hinge on t h i s  b a s ic  d e c i s i o n .  The very  purpose of 
th e  f i rm  i s  one o f  the  i s s u e s  involved .  Many i n d iv i d u a l s  and groups a re  
a f f e c t e d  by the  d e c i s i o n ,  as  a re  the  economic, p o l i t i c a l ,  and s o c i a l  
systems.  The i s s u e s  r a i s e d  do not  lend themselves to  p r e c i s e  a n a l y s i s  
and u n a s s a i l a b l e  answers,  b u t  s o l u t i o n s ,  however t e n t a t i v e ,  a re  
im p e r a t i v e .
S o c ia l  r e s p o n s i b i l i t y  i s  the  o b l i g a t i o n  of bu s in ess  managers, 
however de te rm ined ,  to  the  v a r io u s  e lements  o f  s o c i e t y — sto c k h o ld e r s ,  
customers,  employees, th e  government, and o t h e r s — t o  perform adequa te ly  
w i th  r e s p e c t  to  these  e lem en ts .  The r e s p o n s i b i l i t y  does no t  n e c e s s a r i l y  
e x i s t  a t  th e  s a c r i f i c e  o f  p r o f i t s  of the  f i rm .  Within the  f i rm i t  i s  the  
manager who a c t s  w i th  a u t h o r i t y ,  and i t  i s  w i th  the  r e s p o n s i b i l i t y  of  the  
manager t h a t  t h i s  s tudy was concerned.
The major f i n d in g s  of th e  s tudy  a re  organized  i n  t h i s  summary 
accord ing  to  the  major h y p o th es is  and the  th r e e  c o l l a t e r a l  hypotheses .  
Because o f  the  c lo se  r e l a t i o n s h i p s  between the  v a r io u s  f i n d in g s ,  c e r t a i n
2 0 4
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conc lu s ion s  might j u s t  as l o g i c a l l y  be inc luded  in  ano the r  s e c t i o n  from 
t h a t  chosen. Where t h i s  p o s s i b i l i t y  e x i s t s ,  the  w r i t e r  has p laced  the 
f i n d in g  in th e  s e c t i o n  most in  accord  w i th  the  o r i g i n a l  i n t e n t  of the  
i n v e s t i g a t i o n .
MAJOR HYPOTHESIS
The major h y p o th es is  of  t h i s  s tudy i s  t h a t :
The changing i n t e r n a l  and e x t e r n a l  environment o f  b u s iness  has 
caused b u s in e s s  managers to  assume and p ro fe s s  c e r t a i n  s o c i a l  
r e s p o n s i b i l i t i e s .
One of th e  most s i g n i f i c a n t  changes has been in  the  l ega l  r e l a t i o n s h i p  
of managers and s t o c k h o ld e r s .
Legal r e l a t i o n s h i p s  of managers and s t o c k h o l d e r s . Managers of a 
c o rp o r a t io n  a re  l e g a l l y  the  r e p r e s e n t a t i v e s  of the  s to c k h o ld e r s .  The 
s to c k h o ld e rs  e l e c t  the  board of  d i r e c t o r s ,  which in  t u r n  ap po in ts  the  
o f f i c e r s  of  the  c o r p o r a t io n .  In s im p le s t  terms, the  law h i s t o r i c a l l y  
re q u i r e d  t h a t  the  board of d i r e c t o r s  and i t s  o f f i c e r s  conduct  th e  
c o rp o r a t io n  in  the  b e s t  i n t e r e s t s  o f  the  s to c k h o ld e r s ,  which was 
g e n e r a l l y  taken to  mean maximizing p r o f i t s  and fo l low ing  a somewhat 
generous d iv idend  p o l i c y .  The i n t e r e s t s  o f  o th e r  groups were assumed to  
be r e p re se n te d  by some o th e r  agency, perhaps by law, the  government, or 
lab o r  un ion s .  This  l e g a l  concept  has come to  be modif ied  so t h a t  boards 
of  d i r e c t o r s  have some leeway w i th  regard  to  the  e a rn in g  and d i s t r i b u t i o n  
o f  p r o f i t s .  The wishes  o f  th e  s to c k h o ld e r s  a re  s t i l l  th e  most important  
c o n s id e r a t io n ,  b u t  managers a r e  allowed to  e x e r c i s e  c o n s id e ra b le  judgment 
as  to what a re  th e  b e s t  i n t e r e s t s  o f  th e  c o rp o r a t io n .  Less than  a maximum
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p r o f i t  may be earned and a l l  p r o f i t s  need no t  be d i s t r i b u t e d  as 
d iv id e n d s .  The e f f e c t  has been to  permit  l e g a l l y  the  meeting o f  c e r t a i n  
s o c i a l  r e s p o n s i b i l i t i e s  even a t  th e  expense of  ea rn ing  and d i s t r i b u t i n g  
p r o f i t s .
Management as a p r o f e s s i o n . The degree  to  which management 
assunes the  a t t r i b u t e s  o f  a p r o f e s s i o n  a f f e c t s  the  a t t i t u d e  which 
managers hold toward s o c i a l  r e s p o n s i b i l i t i e s  and, consequen t ly ,  a c t io n s  
taken toward f u l f i l l i n g  those  r e s p o n s i b i l i t i e s .  This s tudy considered  
th e  requ irem en ts  f o r  a p r o f e s s i o n  and in d ic a te d  s igns  t h a t  management has 
a tendency toward becoming a p r o f e s s i o n .  Among th e s e  s ig n s  a re :  (1)
in c r e a s in g l y  high l e v e l s  o f  e d u c a t io n  re q u i r e d  by managers, (2)  a growing 
body o f  management l i t e r a t u r e ,  (3)  f requen t  s t r e s s  on the  s e r v i c e  a sp ec t  
of bu s iness  o p e r a t io n s ,  and (4) the  se v e ra l  t r a d e  and p u b l ic  s e r v i c e  
o r g a n iz a t i o n s  which b r in g  b u s iness  managers t o g e th e r  in  a manner s i m i l a r  
to  formal p r o f e s s i o n a l  a s s o c i a t i o n s .
There a r e ,  however, c e r t a i n  fo rc e s  o p e ra t in g  a g a i n s t  the  p r o f e s ­
s i o n a l i z a t i o n  o f  management. Among them a r e ;  (1)  continued examples of 
managers who c o n c e n t r a te  on p r o f i t s  whi le  f a i l i n g  to  recogn ize  s e r v i c e  
to  the  p u b l ic  as the  b a s ic  purpose of  economic a c t i v i t y ,  (2 )  the  lack of  
recognized  s ta n d a rd s  of q u a l i f i c a t i o n  o r  performance and l i c e n s in g  
p r o v i s io n s ,  (3)  no s t ro n g ,  c e n t r a l  p r o f e s s i o n a l  a s s o c i a t i o n ,  (4)  the  lack 
of  a common code o f  e t h i c s ,  and (5)  th e  number, geographic  d i s p e r s i o n ,  
and d iv e r s e  types  of  managers.
The n e t  r e s u l t  i s  t h a t  management i s  no t  l i k e l y  to  become a 
p r o f e s s io n  in  the  near  f u t u r e ,  though i t  has assumed c e r t a i n  of  a
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p r o f e s s i o n ' s  a t t r i b u t e s .  As i t  does, a more f a v o ra b le  a t t i t u d e  toward 
Bocia l  r e s p o n s i b i l i t y  w i l l  e x i s t ,  e s p e c i a l l y  w i th  regard  t o  s t r e s s i n g  
s e r v i c e  as th e  primary o b j e c t i v e  o f  bu s in e ss  e n t e r p r i s e  w i th  a consequent  
l e s se n in g  o f  the  emphasis on p r o f i t  maximizat ion.
Phi losophy  o f  management. A management ph i losophy  should be a 
c a r e f u l l y  cons idered  and j u s t i f i e d  system of  m o t iv a t in g  b e l i e f s ,  
concep ts ,  and p r i n c i p l e s ,  and u n de rs tan d ing s  which i s  held by an i n d i ­
v id u a l  manager, by a p a r t i c u l a r  b u s in e ss  i n s t i t u t i o n ,  or by managers in  
g e n e r a l ,  and upon which a l l  a c t io n s  taken  by managers in  so lv in g  problems 
a re  based.  Such a mature  ph i losophy  i s  needed by managers i n  r e s o lv in g  
th e  i s s u e s  c o n f ro n t in g  them, inc lu d in g  s o c i a l  r e s p o n s i b i l i t i e s .  The 
ph i losophy a r r i v e d  a t  w i l l  f in d  uses  i n  many a r e a s ,  p a r t i c u l a r l y  the 
a re a s  of employee and p u b l i c  r e l a t i o n s .  A w e l l -d e s ig n ed  ph i losophy  may 
he lp  serve  t o :  (1)  develop b e t t e r  managers and to  improve the  q u a l i t y
of the  p rocess  o f  managing; (2) defend the f r e e  e n t e r p r i s e  system; (3) 
j u s t i f y  the  continued e x i s t e n c e  of a p a r t i c u l a r  bus in ess  and to  promote 
i t s  success ;  and (4)  b e n e f i t  s o c i e t y .  The conscious  e f f o r t  by many 
managers in  r e c e n t  yea rs  to  a r r i v e  a t  a s a t i s f a c t o r y  phi losophy of  
management would seem to  favor  the  accep tance  and meeting o f  s o c i a l  
r e s p o n s i b i l i t i e s .
Role of th e  p r o f i t  m otive .  P r o f i t s  a r e  de f ined  as  the  excess  of 
r e t u r n s  over  c o s t s  as conceived by the  businessman. P r o f i t s  a r e  the 
fundamental c r i t e r i o n  in  measuring the  d e s i r a b i l i t y  of  a l t e r n a t i v e  courses  
of  a c t io n ,  an i n c e n t iv e  t o  perform economic f u n c t io n s ,  and a measure of
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b u s in e ss  e f f i c i e n c y .  Thus, p r o f i t s  p lay  a v i t a l  and dynamic r o l e  in  th-z 
economy o f  the United S t a t e s .
The p r o f i t  motive i s  the  prime mover of  economic a c t i v i t y  in the  
United S t a t e s .  While r e c o g n iz in g  o th e r  g o a l s ,  economic a n a ly s i s  u s u a l ly  
assumes t h a t  p r o f i t  maximizat ion i s  the  o b j e c t i v e  o f  b u s in e ss  f i rm s .
This  o b j e c t i v e ,  in  an economy o f  near  p e r f e c t  co m p e t i t io n ,  i s  a l s o  
g e n e r a l l y  assumed to  r e s u l t  in  maximum w e l fa re  fo r  s o c i e t y .  This  study 
has r ea f f i rm e d  the  dominance o f  the  p r o f i t  motive,  but  has shown th a t  
p r o f i t  maximizat ion i s  not  n e c e s s a r i l y  th e  so le  o b j e c t i v e  o f  a bu s in ess  
f i rm .
Goal o f  s a t i s f a c t o r y  p r o f i t s . While p r o f i t s  a re  the  dominant 
b u s in e ss  m o t iv a t io n ,  i t  has been shown t h a t  the  more l i k e l y  p r o f i t  
o b j e c t i v e  i s  to  " s a t i s f i c e "  r a t h e r  than  to  maximize. A l t e r n a te  bu s iness  
and pe rson a l  o b j e c t i v e s  channel  manager a c t i v i t y  away from p r o f i t  
maximizat ion .  In  a d d i t i o n ,  c e r t a i n  o b s t a c l e s  to  p r o f i t  maximization 
a r i s e  a t  h ig h e r  l e v e l s  of  p r o f i t a b i l i t y .  The very complexity  o f  b us in ess  
o p e ra t io n s  i s  seen as a h in d e r in g  f a c t o r  to  p r o f i t  maximizat ion .  F a i lu r e  
to  in tend  to  ach ieve  or a c t u a l l y  achieve  p r o f i t  maximizat ion opens the 
way to  m eeting  c e r t a i n  s o c i a l  r e s p o n s i b i l i t i e s  which would be incon­
s i s t e n t  w i th  p r o f i t  maximizat ion.
Balancing  of i n t e r e s t s . Whether o r  not  one l ik e s  the  idea ,  
managers a re  in  the  p o s i t i o n  o f  having to  ba lance  the  i n t e r e s t s  of 
s to c k h o ld e r s  and s e v e r a l  o th e r  g roups:  employees, customers ,  and the
p ub l ic  a t  l a r g e .  An opposing c o n c lu s ion  i s  t h a t  managers must maximize
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p r o f i t s  fo r  th e  s to ck h o ld e rs  and l e t  the o th e r  groups take  care  of 
them selves. Many managers have adopted t h i s  view in  the p a s t . '  And the 
o th e r  groups have taken  care  of themselves to  some e x te n t ,  through 
labo r un ions, r e s t r i c t i v e  l e g i s l a t i o n ,  co u rt  d e c is io n s ,  and h o s t i l e  
p u b lic  op in ion  and p re s s u re .  A more b e n e f i c i a l  a t t i t u d e  i s  t h a t  business  
managers have c o n s id e ra b le  a u th o r i ty  and in f lu e n ce  concerning the  sev e ra l  
groups, and should o p e ra te  the  firm to  r e s u l t  in  f a i r  and j u s t  trea tm ent 
to  s to c k h o ld e rs ,  custom ers, employees, and the  genera l  p u b l ic .
Complex environment o f the  manager. The manager o f  a business  
f irm , e s p e c ia l ly  an ex ecu tiv e  o f  one of the  la rg e r  c o rp o ra t io n s ,  o p e ra te s  
in  an extrem ely  complex environment. The economic system o f  the  United 
S ta te s  has undergone s e v e ra l  com plica ting  changes. Among these  changes 
a r e :  (1 )  c lo s in g  of the geographic f r o n t i e r ,  (2 )  po pu la tion  growth
which v a r ie s  by geographic reg io n ,  (3) m ig ra tio n  o f  the  po pu la tio n  from 
r u r a l  to  urban a re a s ,  (4 ) la rg e  in c re a se  in  t o t a l  p o p u la tio n , (5 ) s h i f t  
from an a g r i c u l t u r a l  to  an i n d u s t r i a l  economy, (6) advances in  produc­
t io n ,  (7) growth o f  l a r g e - s c a le  b u s in ess  firm s w ith  a l l  i t s  consequences,
( 8) increased  government c o n tro l ,  and (9) h igher l e v e ls  of consumer 
educa tion  and l iv in g .  In  t h i s  complicated and complex environm ent, 
managers have become very i n f l u e n t i a l .  The d e te rm in a tio n  of t h e i r  s o c ia l  
r e s p o n s i b i l i t i e s  i s  seen as p a r t i c u l a r l y  s i g n i f i c a n t .
Taken in  t o t a l ,  the changes which have been o ccu rr in g  in  the 
i n te r n a l  and e x te rn a l  environment o f b u s iness  seem to  have caused 
b u s in ess  managers to  a cc ep t ,  p ro fe s s ,  j u s t i f y ,  and meet c e r t a i n  s o c ia l
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r e s p o n s i b i l i t i e s .  The major r e s p o n s i b i l i t i e s  a re  summarized in  the next 
s e c t io n .
FIRST COLLATERAL HYPOTHESIS
This h y p o th es is  i s  s t a t e d :
C e r ta in  o f  the  s o c ia l  r e s p o n s i b i l i t i e s  t h a t  b u s in e ss  managers 
a ccep t may be observed and, to  an e x te n t ,  t h e i r  r a t i o n a l e  may be 
s t a t e d .
P a r t  o f t h i s  r a t i o n a l e  i s  based on the  source o f  m anageria l a u th o r i ty .
Source of m anageria l a u t h o r i t y . The a u th o r i ty  o f managers i s  most 
r e a l i s t i c a l l y  seen as flow ing from s o c ie ty .  S o c ie ty ,  in  a t te m p tin g  to  
o p e ra te  in  an o rgan ized  fa s h io n ,  has agreed to  c e r t a i n  laws and t h e i r  
en fo rcem ent. The s t a t e  was formed fo r  t h i s  purpose , among o th e r s .  The 
law of c o n t r a c t  and the  law o f  p r iv a t e  p ro p e r ty  a llow  b u s in e s s  f irm s to  
be e s t a b l i s h e d  and employees to  be h i r e d .  The fo rce  o f  these  laws, in  
a d d i t io n  to  the  n a tu r a l  behav io r  o f man, i s  g e n e ra l ly  s u f f i c i e n t  to  
ach ieve  obedience  on th e  p a r t  o f  the  employees. Thus, s o c ie ty  a llow s 
b u s in e ss  f i rm s  to  o p e ra te .  I f  managers of th e se  f irm s do not e x h ib i t  
s o c i a l l y  r e s p o n s ib le  b eh av io r ,  t h i s  r i g h t  may be withdrawn or l im i te d  to  
whatever e x te n t  deemed n e c e ssa ry .  Managers must be a l e r t  to  the  needs 
o f s o c i e ty ,  from whence t h e i r  a u th o r i ty  f low s. Managers can no longer 
j u s t i f y  t h e i r  a c t io n s  by c la im ing  th a t  the  r i g o r s  o f  co m p e ti t ion  and the  
c o u n te rv a i l in g  powers o f  o th e r  i n s t i t u t i o n s  a re  s u f f i c i e n t  to  l i m i t  t h e i r  
d i s c r e t i o n  so t h a t  c o n s id e ra t io n s  o th e r  than p r o f i t  m axim ization  a re  
u n necessa ry .
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Managers and s to c k h o ld e r s . The above simmary of the changing 
le g a l  r e l a t i o n s h i p  between managers and s to c k h o ld e rs  in d ic a te s  something 
o f  th e  s la ck e n in g  o f  th e  req u irem en t t h a t  managers r e p re s e n t  on ly  the 
s to c k h o ld e r s .  The growth o f  la rg e  c o rp o ra t io n s  and th e  consequent 
s e p a ra t io n  o f  ownership and management has a lso  weakened the r e l a t i o n ­
sh ip  o f managers to  s to c k h o ld e r s .  I n  la rg e  c o rp o ra t io n s ,  s to c k h o ld e rs  
f r e q u e n t ly  a re  not very  i n f l u e n t i a l  in  c o rp o ra te  a f f a i r s .  Great 
d i s s a t i s f a c t i o n  i s  u s u a l ly  expressed  by s e l l i n g  the  s to c k ,  but t h i s  
s o lu t io n  i s  not s u f f i c i e n t  because o f  the  f i n a n c ia l  lo ss  which may 
r e s u l t .  A redeeming f e a tu r e  of t h i s  maneuver i s  t h a t  i f  enough s to ck ­
h o ld e rs  s e l l  t h e i r  s to ck  f in a n c ia l  p re s su re  i s  brought to  bear on the  
m anagers. In  g e n e ra l ,  s to c k h o ld e rs  appear to  be s a t i s f i e d  w ith  a 
d iv idend  p o l ic y  which p ro v id es  cash rew ards but a ls o  a llow s f o r  company 
growth. Reasonable s a f e ty  o f  investm ent r e l a t i v e  to  r a t e  of r e t u r n  i s  
a l s o  d e s i r e d .  For i n t e l l i g e n t  in v e s t in g ,  s to c k h o ld e rs  need to  be f u l l y  
inform ed. In  a d d i t io n ,  managers should see t h a t  abuses by or to  a 
m in o r i ty  o f  s to c k h o ld e rs  do n o t  e x i s t .
Consumers and the  m arke ting  c o n ce p t . Consumers a re  b e n e f i te d  to  
the  e x te n t  t h a t  managers recogn ize  consumers as independent a r b i t r a t o r s  
among competing o f f e r in g s  in  the  market p la c e ,  and conduct t h e i r  
bu s in ess  f irm s so as to  be re sp o n s iv e  to  the  w ishes o f  consumers. A firm  
which has adopted the m arke ting  concept i s  a good example of how a 
company m ight b e s t  regard  the  consumer. The m arke ting  concept means the 
m o b i l i z a t io n ,  u t i l i z a t i o n ,  and c o n tro l  o f  t o t a l  c o rp o ra te  e f f o r t  fo r  the  
purpose of s a t i s f y i n g  consuner needs in  ways which r e s u l t  in  s a t i s f a c t o r y
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p r o f i t s  fo r  the f i rm . The consumer i s  made the  fo c a l  p o in t  o f  a l l  
company a c t i v i t i e s .
In f lu e n c e  of consumers. A le r t ,  a r t i c u l a t e ,  and f i n a n c i a l l y  s trong  
consumers have c o n s id e ra b le  in f lu e n c e  on managers, in  t h e i r  pu rchasing  
power, in  a f f e c t in g  l e g i s l a t i o n ,  and in  molding p u b lic  o p in io n . An 
in c re a sed  constxner in f lu e n c e  has r e s u l te d  from h ig h e r  e d u c a t io n a l  l e v e ls  
o f  consumers, in fo rm a tiv e  n a tu re  o f prom otion, in c reased  e a rn in g s ,  and, 
to  a l e s s e r  d eg ree , consumer c o o p e ra t io n .
Consumer l e g i s l a t i o n . Laws e s t a b l i s h  minimum s tan dard s  o f  conduct 
fo r  b u s in e ss  m anagers. Since laws u s u a l ly  r e p r e s e n t  the  w i l l  o f the 
m a jo r i ty ,  j u s t i c e  i s  done through adherence to  and enforcem ent o f  laws. 
Once a law i s  passed , managers may be expected to  abide by i t s  
p r o v is io n s .  In  those  in s ta n c e s  where the  law i s  u n c le a r ,  managers may 
seek  a b e t t e r  u n d ers tand in g  o f  th e  background and purpose of the  law in  
q u e s t io n .  Managers can a ls o  he lp  avoid f u r t h e r  r e s t r i c t i o n  by conducting  
t h e i r  b u s in e ss  a c t i v i t i e s  in  such ways as  to  r e p r e s e n t  the  b e s t  i n t e r e s t s  
o f  consumers, which w i l l  r e s u l t  in  maximum long-run  b e n e f i t  fo r  the 
bu s in ess  as  w e l l .
Baployee n e ed s . In  many r e s p e c t s ,  i t  i s  to  t h e i r  su p e r io rs  a t  work 
t h a t  employees must look fo r  need s a t i s f a c t i o n .  Money i s  only one means 
o f s a t i s f y in g  th e se  needs, be ing  e s p e c i a l l y  u se fu l  in  m eeting  p h y s io lo g ­
i c a l  and s a f e ty  needs. Money i s  a l s o  in s tr ix n en ta l  in  f u l f i l l i n g  the  
esteem needs, though th e r e  a re  a d d i t io n a l  ways. S o c ia l  needs and the  
need fo r  s e l f - f u l f i l l m e n t  a re  a ided  i n d i r e c t l y  by money: money i s  used
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f i r s t  to  s a t i s f y  the  more u as ic  needs so t h a t  more a t t e n t i o n  may be 
devoted to  the  h ig h e r  needs.
Managers a re  a ls o  concerned w ith  these  more s p e c i f i c  needs of 
employees: job s e c u r i ty ;  app rova l;  s t a t u s ;  r e c o g n i t io n ;  work o f broad
scope; freedom from boredom; r e s t  p e r io d s ;  p a r t i c i p a t i o n  in  d e c is io n ­
making; c o o p e ra t io n  and teamwork; and, in  some in s t a n c e s ,  c o m p e ti t io n .  
Managers may make conscious e f f o r t s  toward m eeting th e s e  needs w ith  
l i t t l e ,  i f  any, s a c r i f i c e  of company p r o f i t s .  In  most in s ta n c e s ,  the 
s a t i s f a c t i o n  of employee needs w i l l  p robab ly  mean more p r o f i t a b l e  
o p e ra t io n s  fo r  th e  f i rm .
Bnployee- employer l e g i s l a t i o n . There i s  a r a t h e r  involved  le g a l  
r e l a t i o n s h i p  between employers and employees, whether o r  not a labor 
union i s  in v o lv ed . Most o f  the  l e g i s l a t i v e  a c t s  which have been passed 
a re  concerned w ith  o rgan ized  la b o r ,  however. P r iv a te  c o n t r a c t s  of 
employment e x i s t  where no unions a re  invo lved . The same r e s p o n s i b i l i ­
t i e s  of managers deemed a p p ro p r ia te  fo r  consumer l e g i s l a t i o n  app ly  here  
f o r  employer-employee l e g i s l a t i o n .  Managers a re  r e s p o n s ib le  fo r  
a b id in g  by the  laws as they  b e s t  unders tand  them and fo r  su p p o r t in g  f a i r  
l e g i s l a t i o n  and opposing u n f a i r  l e g i s l a t i o n .
Autom ation. Automation, a form of te c h n o lo g ic a l  change, r e s u l t s  
in  economic p ro g re s s .  The p ro ce ss  of autom ating an a c t i v i t y  in vo lv es  
m echan iza tion  which emphasizes au tom atic  c o n t r o l ;  or m echan iza tion  of 
com putation , d a ta -p ro c e s s in g ,  and re c o rd -k ee p in g .  Automation f r e q u e n t ly  
c r e a te s  o r  ag g rav a te s  c e r t a i n  problems o f  employees. Among th e se  a re
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d isp lac em e n t,  unemployment, wage r e d u c t io n s ,  r e s i s t a n c e  to  change, and 
f e e l in g s  o f  i n s e c u r i ty  and inadequacy. The employee may f e e l  c u t  o f f  
from th e  p roduct being m anufactured , wages and s a l a r i e s  may be more 
d i f f i c u l t  to  a d m in is te r ,  t r a i n i n g  and r e t r a in i n g  become n e ce ssa ry ,  and 
s t i l l  o th e r  problems a r i s e .  Some employee b e n e f i t s  may r e s u l t  from 
au tom ation , in c lu d in g  r e l i e f  from boredom and the  a t ta in m e n t  o f  a wider 
p e r s p e c t iv e .
Managers may tak e  se v e ra l  a c t io n s  to  reduce  the  impact o f the 
u n fav o rab le  consequences o f au tom ation  on employees. A few of th e se  
a r e :  f u l l  u t i l i z a t i o n  c f  the  p re s e n t  work fo rc e ,  t r a n s f e r s  where
n e c e ssa ry ,  c o o p e ra t io n  w ith  involved lab o r  un io ns , adequate  communica­
t i o n  w ith  employees, t r a i n i n g  and r e t r a i n i n g ,  s p e c ia l  emphasis on human 
r e l a t i o n s ,  c a r e f u l  p la n n in g ,  and employee involvem ent in  the making of 
c e r t a i n  d e c is io n s  concern ing  au tom ation .
Labor u n io n s . Qnployee3 in  many companies p re s e n t  a new dimension 
of q u e s t io n s  on s o c ia l  r e s p o n s i b i l i t y  by t h e i r  fo rm ation  o f lab o r  un ions . 
Unions vary w idely as  to  n a tu re  and purpose , but i f  one assumes a m ature 
and s t a b le  un ion , c e r t a i n  su g g es t io n s  may lead  to  a s a t i s f a c t o r y  working 
r e l a t i o n s h i p  w ith  them. Unions must be accepted  as an i n s t i t u t i o n ,  and 
c o l l e c t i v e  b a rg a in in g  must be recognized  as  a s a t i s f a c t o r y  means o f  
hand ling  employment r e l a t i o n s h i p s .  A sound human r e l a t i o n s  program i s  
n e c e ssa ry  to  recog n ize  th e  needs and wants of employees. U"‘ons should 
be c o n su l ted  on m a t te r s  o th e r  than those  re q u ire d  by law, anagers 
should keep th e  union f u l l y  informed on a l l  m a t te r s  which concern them. 
Managers should le a rn  from g r iev a n ce s  so as  to  p rev en t s im i la r  problems
215
in  the  fu tu r e .  The p o l i t i c a l  n a tu re  of union p o s i t io n s  must be recog­
nized and a d ju s ted  to .  Management p roposa ls  to  unions should be backed 
by unbiased and thorough re s e a rc h .  Managers should oppose union 
a c t i v i t i e s  which tend to  undermine the  economic system o r  which a re  
o therw ise  c o n tra ry  to  the  p u b lic  i n t e r e s t .  Managers should work w ith  
unions toward s a t i s f a c t o r y  so lu t io n s  to  problems in  which both groups 
have le g i t im a te  i n t e r e s t s .
P o l i t i c s . Managers of bu s in ess  firm s are becoming more in te r e s te d  
and a c t iv e  in  p o l i t i c s .  P o l i t i c a l  a c t i v i t y  may take many forms, a l l  the 
way from simply u rg ing  employees to  r e g i s t e r  and vote to  a llow ing 
ex ecu tiv es  leave to  f i l l  e l e c t i v e  o f f i c e s .  Some o f  the m otives fo r  
expanded p o l i t i c a l  a c t i v i t i e s  a re  to  improve business-government 
r e l a t i o n s ,  to  o f f s e t  union power, to  in c rease  the  e f f i c ie n c y  of govern­
ment, to  reap  in d iv id u a l  rew ards, and to  meet s o c ia l  r e s p o n s i b i l i t i e s .
Severa l o b je c t io n s  have been ra is e d  to  managers in p o l i t i c s :  (1)
The bu siness  view i s  too narrow, (2) employee resentm ent may a r i s e ,  (3) 
i n t e r e s t  in  p o l i t i c s  cannot be su s ta in ed  among su p e rv iso rs  and managers, 
(4) business  has an i n s a t i a b l e  a p p e t i t e  fo r  p o l i t i c a l  power, and (5) *
p o l i t i c a l  a c t i v i t y  would mean the s a c r i f i c e  o f some p r o f i t s .  These 
o b je c t io n s  seem to  be outweighed by the advantages of managers in  
p o l i t i c s  so t h a t  p o l i t i c a l  a c t i v i t y  by managers i s  l ik e ly  to  in c rease  in
the  f u tu re .
E th ic s . E th ics  are  the s tan d ard s  of conduct, based on some 
concept o f r i g h t  and wrong, e s ta b l is h e d  a t  a g iven p o in t  in  tim e. Most
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b u s in e ss  a c t i v i t i e s  a re  conducted in  an e t h i c a l  fa sh io n ,  bu t th e re  i s  
room fo r  s i g n i f i c a n t  improvement. E th ic a l  q u e s t io n s  a r i s e  in  n e a r ly  
every  phase o f  a f i r m 's  o p e ra t io n s .  E x is t in g  gu ides to  e t h i c a l  behav io r  
seem to  be in ad e q u a te ,  or inadequ ate  use of the  gu ides i s  made. The 
government, r e p r e s e n t in g  the  p u b l ic ,  a t tem p ts  to  compel e t h i c a l  conduct; 
b e t t e r  b u s in e s s  bureaus r e s t r a i n  u n e th ic a l  b eh av io r ;  and informed 
consumers app ly  p re s s u re  fo r  h ig h e r  e t h i c a l  s ta n d a rd s .  But the  most 
com pelling need i s  fo r  managers them selves to  rec o g n ize  the  importance 
and d e s i r a b i l i t y  of good b u s in e ss  e t h i c s ,  c o d ify  th in k in g  on e th i c a l  
q u e s t io n s ,  and conduct b u s in e ss  o p e ra t io n s  e t h i c a l l y .
R e l ig io n . Managers a re  concerned w ith  r e l i g i o n .  B usiness and 
r e l i g i o n  a re  no t two s e p a ra te  w o rld s .  There a re  many conn ec tio ns  between 
b u s in e ss  and r e l i g i o n ,  and one may n o t  be unders tood  w ithou t co n s id e r in g  
the  o th e r .  For long -run  success  and the  development o f l a s t i n g  v a lu e s ,  
managers need a ph ilo sophy  which in c lu d e s  r e l i g i o u s  c o n v ic t io n s .  Without 
t h i s  purpose , a manager may not be considered  a whole man.
Probably  no ph ilo sophy  would be e q u a l ly  s a t i s f a c t o r y  fo r  two 
m anagers. Each manager must develop h is  own ph ilosophy  in  l i g h t  o f  h i s  
ex p erien ce  and knowledge. Each manager, however, can le a rn  from o th e r s ,  
f o r  much can be gained from th e  exchange o f id e a s .  The in f lu e n c e  o f  a 
manager w ith  such ph ilosophy  w i l l  be f e l t  by a l l  w ith  whom he 
a s s o c i a t e s .
P h i la n th ro p y . S ev e ra l  ev en ts  have served  to  encourage c o rp o ra te  
p h i la n th ro p y .  C o rp o ra tions  have become so i n f l u e n t i a l  in  the  economy
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t h a t  they have come to  be expected to  make p h i la n th ro p ic  c o n t r ib u t io n s .  
Tax laws have allowed l im i te d  do na tion s  as  a bu s in ess  expense, which has 
the e f f e c t  of reducing  th e  c o s t  o f making a donation  by about h a l f .  
P h i la n th ro p ic  foundation s  have been e s t a b l i s h e d  fo r  v a r io u s  rea so n s ,  
r e s u l t i n g  in  more fo rm alized  p h i la n th ro p ic  programs.
C orpora tions  may make p h i la n th ro p ic  c o n tr ib u t io n s  because managers 
sense a moral o b l ig a t io n ,  because they  want to  l im i t  governm ental support 
o f c e r t a i n  a c t i v i t i e s ,  o r  because the  f irm s w i l l  reap  d i r e c t  b e n e f i t s  
from b e t t e r  educa tion  and b e t t e r  community f a c i l i t i e s .  Support to  h igher  
edu ca tion  i s  one of the  most keen ly  f e l t  o b l ig a t io n s .
Some gu ides which managers may f in d  h e lp fu l  a re :  (1) A w r i t t e n
p o l ic y  on p h i la n th ro p y  should be prepared  and communicated by top 
management. (2) R e su l ts  o f  c o n t r ib u t io n s  should be e v a lu a te d .  (3 )
B e t te r  p u b lic  r e l a t i o n s  w i l l  p robably  r e s u l t  from p u b l ic iz in g  c o n tr ib u ­
t io n s .  (4) Most c o n t r ib u t io n s  should b e n e f i t  the  c o rp o ra t io n  and 
s o c ie ty .  (5) A u th o r i ty  fo r  c o n t r ib u t io n s  should be c e n t r a l i z e d  w ith in  a 
f irm . (6) C o n tr ib u t io n s  should be c o n ce n tra te d  in  on ly  a few a re a s  so 
th a t  th e  r e c i p i e n t s  have enough funds to  a c tu a l ly  accom plish  t h e i r  
pu rposes . (7) E stab lishm en t o f  a p h i la n th ro p ic  foundation  may be
considered  as a means of improving g i f t - g i v i n g  programs.
The h y p o th es is  th a t  c e r t a i n  r e s p o n s i b i l i t i e s  may be observed and
exp la ined  seems to  have been e s t a b l i s h e d  by the s tu dy . I t  was not proved
th a t  a l l  b u s in e ss  managers have a l l  the  r e s p o n s i b i l i t i e s ,  nor would such 
a conc lu s ion  seem d e s i r a b l e .  One o f  the  reasons fo r  d i f f e r e n t  managers
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having d i f f e r e n t  r e s p o n s i b i l i t i e s  i s  seen in  the case o f  la rg e  c o rp o ra ­
t io n s .
SECOND COLLATERAL HYPOTHESIS
The second c o l l a t e r a l  h y p o th es is  of t h i s  study  i s  t h a t :
S o c ia l  r e s p o n s i b i l i t i e s  have been assumed to  a g r e a t e r  e x te n t  
by managers o f  la rg e  c o rp o ra t io n s  whose s to c k  ownership i s  
w idespread .
With the development of th e  c o rp o ra t io n  as the ownership type b es t  
su i te d  to  l a r g e - s c a le  o p e ra t io n s  has come the s e p a ra t io n  of ownership and 
management. In  the  la rg e  c o rp o ra t io n ,  i t  i s  usual t h a t  any one s to ck ­
ho lder  o r  even sm all group of s to c k h o ld e rs  has very l i t t l e  voice in  the  
a f f a i r s  o f the  c o rp o ra t io n .  The o f f i c e r s  o f the  la rg e  c o rp o ra t io n  tend 
to  p e rp e tu a te  them selves in  o f f i c e .  The r e s u l t  has been a management no t 
e n t i r e l y  re sp o n s iv e  to  s to c k h o ld e r  w ishes . O pportun ity  then e x i s t s  fo r  
the accep tance  of s o c ia l  r e s p o n s i b i l i t i e s  even though the  s to c k h o ld e rs  
may not e n t i r e l y  approve.
The type of manager who makes managing h is  c a re e r  i s  more l ik e ly  
to  be found in  th e  l a rg e r  c o rp o ra t io n .  This study has shown th a t  the 
manager may no t be devoted to  p r o f i t  m axim ization , and t h a t  he may have 
reasons  fo r  engaging in  s o c i a l ly  r e s p o n s ib le  a c t i v i t i e s .  The m o tiv a tio n  
o f  such a manager i s  very complex and, in  many in s ta n c e s ,  managers are  
m otivated  toward so c ia l  r e s p o n s i b i l i t i e s  a t  the  same time they  f e e l  
compelled no t to  maximize p r o f i t s .
Large c o rp o ra t io n s  a ls o  a re  more l i k e l y  to  have th e  f in a n c ia l  
s t r e n g th  t o  f u l f i l l  r e s p o n s i b i l i t i e s  of a f in a n c ia l  n a tu re .  This
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s t r e n g th ,  coupled w i th  t n e i r  in f lu e n c e  in  th e  community, h e lp s  cause the 
p u b l ic  to  expec t r e s p o n s ib le  a c t s  from the  c o rp o ra t io n ,  such as c h a r i ­
t a b le  c o n t r ib u t io n s .
The la rg e  c o rp o ra t io n  i s  in  a p o s i t io n  to  be ab le  to  w a i t  fo r  
long-run  r e s u l t s  from re s p o n s ib le  a c t s ,  such as  f in a n c ia l  o r  o th e r  
support to  e d u c a t io n .  Less permanent i n s t i t u t i o n s  may no t e x i s t  a 
s u f f i c i e n t  time to  reap  any rew ards and would n o t ,  t h e r e f o r e ,  be as 
i n t e r e s t e d  in  th a t  type of s o c i a l l y  r e s p o n s ib le  b e h a v io r .  I t  i s  a ls o  
b e liev e d  t h a t  the  s u p e r io r  m anageria l t a l e n t  found in  l a r g e r  co rp o ra ­
t io n s  encourages a b roader view o f  th e  c lo s e  r e l a t i o n s h i p s  between 
bu s in ess  and s o c ie ty ,  and more r e a d i ly  reco g n izes  mutual r e s p o n s i b i l i ­
t i e s .  One o f the  most s i g n i f i c a n t  r e l a t i o n s h i p s  i s  the  e x te n t  to  which 
managers, in  f u l f i l l i n g  s o c ia l  r e s p o n s i b i l i t i e s ,  a lso  b e n e f i t  s o c ie ty .
THIRD COLLATERAL HYPOTHESIS
The t h i r d  and f i n a l  c o l l a t e r a l  hy p o th es is  may be s t a t e d ;
Given c e r t a i n  g o a ls  fo r  s o c ie ty ,  the  ad op tion  of the  a t t i t u d e  
t h a t  b u s in e ss  managers have s o c ia l  r e s p o n s i b i l i t i e s  r e s u l t s  in  
b e n e f i t s  fo r  s o c i e ty .
The p o s s ib le  b e n e f i t s  may be e v a lu a ted  in  term s o f some scheme of
the  g oa ls  o f  s o c i e ty .  Such a scheme o u t l i n e s  these  g o a ls  of s o c ie ty :
1. Maximum a t ta in m e n t  o f each i n d i v i d u a l ' s  p o t e n t i a l .
2. Maximum in d iv id u a l  freedom c o n s i s t e n t  w ith  the  requ irem en ts  of
an o rgan ized  s o c ie ty .
3. Achievement o f  e v e r - in c r e a s in g  le v e ls  o f  l iv in g .
h . Adherence to  th e  b a s ic  t e n e t s  o f  f r e e  e n te r p r i s e  w hile
m a in ta in in g  s u f f i c i e n t  f l e x i b i l i t y  to  adap t to  changed 
c o n d i t io n s .
5. A ttainm ent o f  such economic and m i l i t a r y  s t r e n g th  as  i s
necessa ry  to  m a in ta in  world peace or to  p r e v a i l  in  world 
c o n f l i c t .
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6. P ro g re ss  toward the  g oa ls  of h igh er  c i v i l i z a t i o n s ,  in c lu d in g  
s p i r i t u a l  and human v a lu e s ,  equal o p p o r tu n i ty ,  freedom from 
f e a r ,  and s o c ia l  j u s t i c e .
S ev e ra l  dangers of having managers assume s o c ia l  r e s p o n s i b i l i t i e s  
have been ex p re ssed .  One i s  t h a t  managers would become unduly in f lu e n ­
t i a l  in  m a t te r s  which should not be t h e i r  prim ary concern . This 
in f lu e n c e  would no t  be e x e r te d  by p opu lar  e l e c t i o n .  B usiness  managers 
would not be as  unbiased  in  c a r ry in g  o u t  t h e i r  d u t ie s  in  the  v a r io u s  
a re a s  as would governm ental b o d ie s .  Less s t r e s s  would be p laced  on 
p r o f i t s  a s  an in c e n t iv e  fo r  e f f i c i e n t  o p e ra t io n ;  in  tim e, a p a r t i c u l a r  
b u s in e ss  firm  m ight co n tin ue  to  e x i s t  because i t  was s o c i a l l y  r e s p o n s ib le  
and not because i t  was making a p r o f i t .
Most o f th e se  dangers , as has been seen , a re  o v e r s t a t e d .  The 
f a c t  t h a t  b u s in e ss  managers have t r a d i t i o n a l l y  been concerned c h ie f ly  
w ith  p r o f i t s  should not p rec lu d e  a changing s o c ie ty  from c a l l i n g  fo r  
in c re ased  s o c i a l  r e s p o n s i b i l i t i e s  from managers, e s p e c i a l l y  when more 
and more managers a re  becoming aware of s p e c i f i c  r e s p o n s i b i l i t i e s .
A t te n t io n  was c a l le d  to  those  in s ta n c e s  in  the  study  when the  
accep tance  o f  s o c ia l  r e s p o n s i b i l i t i e s  r e s u l te d  in  b e n e f i t s  fo r  s o c ie ty .
A p a r t i a l  l i s t  o f  s p e c i f i c  in s ta n c e s  in  which s o c ie ty  should be 
b e n e f i te d  by the  accep tance  of s o c ia l  r e s p o n s i b i l i t i e s  i s  summarized as 
fo l lo w s :
1. Shaping and ab id ing  by laws.
2. Keeping s to c k h o ld e rs  informed so th a t  they may in v e s t
i n t e l l i g e n t l y .
3. S t r e s s in g  s e rv ic e  as  th e  prim ary purpose o f  b u s in e ss .
h . Developing a b e t t e r  un d e rs tan d in g  o f  the  r e l a t i o n s h i p  of 
bu s in ess  w ith  s o c ie ty .
5. Being w i l l i n g  to  ad ap t to  changing c o n d i t io n s .
6 . Defending the  economic system .
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7. M o tiva ting  employees by s a t i s f y in g  t h e i r  needs, p a r t i c u l a r l y
t h e i r  h ig h e r  needs.
8. C ooperating  w ith  and u n d e rs tan d in g  m ature lab o r  un ions .
9. L essen ing  the  u n fav o ra b le  impact of autom ation on employees.
10. P a r t i c i p a t i n g  in p o l i t i c s  to  b r in g  about b e t t e r  government.
11. Developing and m a in ta in in g  high  s ta n d a rd s  o f e t h i c a l  conduct.
12. Engaging in c o rp o ra te  p h i la n th ro p y .
Perhaps th e  m eeting o f c e r t a i n  r e s p o n s i b i l i t i e s  could be taken 
too f a r .  Giving a l l  the  company’ s money away o r  devo ting  a l l  of o n e 's  
time to  p o l i t i c s  might be ex trem ely  u s e fu l  in some c a se s ,  but i f  a l l  
b u s in e ss  managers took s im i la r  a c t io n  th e  r e s u l t  would not be d e s i r a b le .  
A lso , i f  b u s in e ss  managers have s o c ia l  r e s p o n s i b i l i t i e s ,  then  labor union 
l e a d e r s ,  governm ental o f f i c i a l s ,  and o th e r  i n f l u e n t i a l  in d iv id u a ls  l i k e ­
wise have s o c ia l  r e s p o n s i b i l i t i e s .  B usiness  managers may be in s t ru m e n ta l  ~ 
in  reminding th e se  o th e r  e lem ents of so c ie ty  o f t h e i r  r e s p o n s i b i l i t i e s .
The need f o r  more w idespread  c o n s id e ra t io n  o f the  s o c ia l  r e s p o n s i ­
b i l i t i e s  of b u s in e s s  managers can be observed n e a r ly  every  day, from the  
m is lead in g  a d v e r t i s in g  of some small r e t a i l e r  in  the  d a i ly  newspaper to  
p r i c e - f i x i n g  by e x e c u t iv e s  of th e  l a r g e s t  c o rp o ra t io n s .  The in c re a s in g  
w i l l in g n e s s  by government to  i n t e r f e r e  in m a t te r s  p re v io u s ly  sacred  to  
in d iv id u a l  i n i t i a t i v e  o r  the  workings of com pe ti t io n , e s p e c ia l ly  where 
n e ce ssa ry ,  makes c o n s id e ra t io n  more im pera tive  fo r  those  o b je c t in g  to  
f u r th e r  governmental encroachm ent. What w i l l  the  fu tu re  needs be? I t  
would seem t h a t  even g r e a t e r  q u e s t io n s  o f s o c ia l  r e s p o n s i b i l i t y  w i l l  be 
asked in  th e  n ear  f u tu r e .  Q uestions  of the  co n se rv a t io n  of n a tu ra l  
re s o u rc e s ,  w ater p o l lu t i o n ,  m aintenance of a s t a b le  and growing economy, 
and fo re ig n  t r a d e  w i l l  not be answered e a s i l y .
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